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THE MILLENNIUM CHALLENGE 
CORPORATION: 

A PROGRESS REPORT 


TUESDAY, OCTOBER 5, 2004 

U.S. Senate, 

Committee on Foreign Relations, 

Washington, DC. 

The committee met, pursuant to notice, at 10:05 a.m. in room 
SD-419, Dirksen Senate Office Building, Hon. Richard G. Lugar 
(chairman of the committee), presiding. 

Present: Senators Lugar, Hagel, Alexander, and Feingold. 

opening statement of senator RICHARD G. LUGAR, CHAIRMAN 

The Chairman. This hearing of the Senate Foreign Relations 
Committee is called to order. Today the Senate Foreign Relations 
Committee meets to receive a progress report on the Millennium 
Challenge Corporation and we look forward to the testimony of our 
witness, Mr. Paul Applegarth, who is the Chief Executive Officer 
of the MCC. The MCC is charting an innovative course in develop- 
ment assistance. Our committee has enthusiastically endorsed the 
concept of this new organization, which will provide assistance to 
developing countries that invest in their people, uphold political 
freedoms, fight corruption, maintain the rule of law, and pursue 
sound economic policies. 

We want to ensure that the MCC becomes an efficient and valu- 
able tool of U.S. foreign policy. We want it to be a bold weapon in 
the battle against poverty, disease, corruption, disorder, and ter- 
rorism. We want the MCC to help lift deserving nations and pro- 
vide incentives for meaningful reform in countries around the 
world. 

The performance of the MCC during the next 6 to 12 months will 
determine whether it can fulfill this ambitious vision. During that 
period the MCC will operate in a difficult political and budgetary 
environment. In recent years. Congress has demonstrated a par- 
simonious attitude toward the 150 account, which funds foreign as- 
sistance, embassy operations, cultural and educational programs, 
contributions to international institutions, and many other aspects 
of our outreach to the world. It has significantly cut the President’s 
request for the 150 account for 2 years in a row. 

This year. President Bush proposed a healthy 8 percent increase 
for the foreign affairs portion of the budget. The Senate Budget 
Committee cut the President’s request by a billion dollars. On the 
Senate floor, I offered an amendment to restore the cut, and that 
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amendment succeeded. But the House Budget Committee cut the 
President’s request by $4.6 billion. The resulting budget conference 
settled on a compromise that would trim more than $2 billion from 
President Bush’s request. 

Thus, Congress is doing, in my judgment, the unthinkable — 
downsizing the President’s foreign policy budget request at a time 
of our greatest diplomatic crisis in decades. This is the equivalent 
of cutting the defense budget in time of war. Responsibility for this 
untimely action is unfortunately bipartisan and bicameral. 

By downsizing the President’s 150 account requests. Congress 
has ignored the fact that foreign affairs spending has not yet recov- 
ered from extreme cuts implemented in the 1990s during the era 
of peace dividends. In constant dollars, the foreign affairs budget 
was cut in 6 consecutive years from 1992 to 1998. This slide oc- 
curred even as the United States sustained the added costs of es- 
tablishing new missions in the 15 emergent states of the former So- 
viet Union. In constant dollars, the cumulative effect was a 26 per- 
cent decrease in our foreign affairs programs. As a percentage of 
GDP, this 6-year slide represented a 38 percent cut in foreign af- 
fairs programs. 

By the end of the decade, these cuts had taken their toll. The 
General Accounting Office reported that staffing shortfalls, lack of 
adequate language skills, and security vulnerabilities plagued 
many of our diplomatic posts. Meanwhile, after decades of being 
the largest provider of economic aid to the world, the United States 
fell behind Japan throughout the period between 1993 and 2001, 
even though our gross domestic product is almost three times 
greater than Japan’s and our international interests are more ex- 
pansive. 

In the year following the September 11 attacks. President Bush 
and Secretary Powell prevailed upon Congress to boost foreign af- 
fairs spending. We began the process of filling the budgetary hole 
that we had dug for ourselves in the 1990s. But Congress’s reduc- 
tions in the President’s requests during the last 2 years have im- 
peded this progress. As a percentage of gross domestic product, for- 
eign affairs programs are still about 40 percent below their average 
levels in the 1980s. 

Not every problem can be solved with more resources. But Con- 
gress must understand that we are in a race to secure our future. 
We are in a race to safeguard weapons and materials of mass de- 
struction; and to overcome anti-American opinion in dozens of na- 
tions around the globe; to gain cooperation in the war on terror and 
to combat poverty, disease, and economic hopelessness. These are 
life and death issues on which the security and moral authority of 
our country rest. 

In the best case. Congress will reconsider and give the President 
and the Secretary of State what they need to fully restore U.S. dip- 
lomatic and foreign assistance capabilities. I will continue to argue 
for this outcome with like-minded colleagues on this committee and 
elsewhere in Congress. But in the absence of enlightened 150 ac- 
count increases, the MCC will be competing for scarce funds with 
other deserving foreign policy programs. 

In this competition, the MCC enjoys the advantage of being the 
President’s initiative, but this sometimes can turn into a disadvan- 
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tage. My hope is that the MCC will perform so well during the next 
year that Members of Congress of both parties will embrace it en- 
thusiastically as an inspired idea and an essential program. But for 
this to happen, the execution of the MCC concept must be truly ex- 
traordinary. Compacts must be concluded and money must be 
spent quickly, while ensuring that those dollars are distributed 
fairly, effectively, and without corruption. 

This committee has held multiple hearings on the loan practices 
of multilateral development banks and on reconstruction spending 
in Iraq, both of which have suffered from severe management 
flaws. In the case of the MDBs, loans have frequently been made 
with insufficient oversight, leading to corruption and waste. In the 
case of Iraq, critical reconstruction funding has been stalled by bu- 
reaucratic red tape, a cumbersome approval process, and an insuffi- 
cient sense of urgency. The MCC must avoid all of these problems. 

President Bush has pledged to seek $5 billion for the MCC in its 
third year of operation, which will be 2006. This committee author- 
ized $1 billion for 2004 and $2 billion for 2005. I am hopeful that 
appropriators will find a way to increase funding for the MCC. I 
have written to the Bush administration to urge that they act deci- 
sively on behalf of increasing funds for the MCC in this fiscal year. 
Mr. Applegarth, we look forward to a report on MCC expenditures 
thus far. 

The United States will be writing compacts with MCC countries 
after consulting with them on their ideas of how best to stimulate 
growth and eliminate poverty. This dialog is a crucial component 
of the MCC concept. We look forward to an update on the compact 
development process, and we are especially interested in knowing 
how the MCC is ensuring broad civil society participation in the 
drafting of country proposals. 

We are also eager to know your timetable for completing com- 
pacts. In the last 8 months I have had to build an entire organiza- 
tion from the ground up, solidify the MCA’s procedures, and de- 
velop criteria for selecting eligible countries. You have done a lot 
in a short period. However, we are anxious to see actual compacts 
signed. Do you anticipate that any compacts will be completed and 
any funding distributed by the end of this calendar year? If not, 
when will the first compact be completed, and is there any way to 
accelerate the process while maintaining requisite standards of op- 
eration? 

We are also interested in your thoughts about the threshold pro- 
gram, which is intended to provide targeted assistance to help 
near-miss nations qualify in the future. This joint venture with 
USAID is a critical component of the MCC mission. It was encour- 
aging to hear Secretary Powell say during a recent hearing that 
many countries are coming to us asking what they have to do to 
get into this program. This enthusiasm may spur new efforts to- 
ward reform around the world. To this end, we need to maintain 
the right incentive structure for countries interested in becoming 
MCC countries. The continued transparency of indicator policy, se- 
lection methodology, and compact development is critical to the 
overall success of the MCC. 

The MCC holds great promise for both participating countries 
and the United States. It gives us a chance to invigorate our rela- 
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tionship with the developing world and help set those countries on 
a course of progress. We hope that the MCC, working closely with 
Congress, can realize the original vision of President Bush to dra- 
matically expand our ability to spur economic development 
throughout the world. 

Let me welcome our colleagues to the hearing and ask if in fact 
any of our colleagues have additional opening comments that they 
would like to make. Senator Feingold? 

Senator Feingold. Mr. Chairman, just very briefly, I thank you 
very much for having this hearing. Mr. Applegarth, it is good to see 
you again. 

As you know, I believe that the President’s Millennium Chal- 
lenge Account initiative is an admirable one. It recognizes two im- 
portant facts: that sustainable development overseas is in our na- 
tional interest and that development efforts are most likely to suc- 
ceed in countries that are actually taking serious steps to get their 
own fiscal houses in order, to crack down on corruption, to respect 
the rule of law and basic human rights, and then to invest in their 
own citizens’ well-being. 

As I am sure you are already experiencing and have experienced 
before, good ideas are not always easy to implement. A lot of people 
are skeptical about creating a new institution to implement this 
initiative. I for one have not yet heard concrete plans for how the 
Millennium Challenge Corporation plans to monitor and evaluate 
U.S. taxpayer-funded projects overseas. 

I also want to be sure that resources for very valuable existing 
programs are not used in order to fund this. My understanding is 
this was to be on top of other things that we believe strongly in, 
and I would have some questions about that as well. But I am 
eager to hear how it is going and I very much appreciate your 
being here. 

Thank you, Mr. Chairman. 

The Chairman. Thank you. Senator Feingold. 

Senator Hagel, do you have an opening statement? 

Senator Hagel. No statement. 

The Chairman. Senator Alexander. 

Senator Alexander. Thank you, Mr. Chairman. I have a state- 
ment I would like to put in the record and I would like to say these 
things. 

First, I fully support what Chairman Lugar said. I support the 
Millennium Challenge Account. It is a bold new approach. I hope 
we as a Congress can appropriate at the level that the President 
has asked for, and I also sent a letter to our committees along with 
some other Senators urging that. 

The one thing I would like to suggest is you have 16 countries 
qualified for funding and another 7 who came close. Temptation in 
government in some quarters would probably be to give everybody 
a little bit, but it is my hope that, especially in this first round, 
that the money go to fully fund the best projects. I will be sup- 
porting you on that if that is the decision that you make, even 
though that means that some pretty good projects do not get fund- 
ed because there is not enough money in the first round. But it is 
very important that the first projects be the best projects and that 
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they have the best chance of success in setting a good example for 
the future. 

Thank you, Mr. Chairman. 

[The prepared statement of Senator Alexander follows:] 

Prepared Statement of Senator Lamar Alexander 

Millennium Challenge Accounts represent a bold new approach to foreign aid. If 
properly executed, it should prove quite successful. The principle is simple: reward 
poorer countries that have established sound policies, giving them the needed boost 
to achieve the next level in their nation’s development. The result is a double bonus: 
we’re providing incentive for good policy choices by rewarding them, and we’re pro- 
viding aid where it is most likely to do good — in those countries that already have 
the right policies in place. By rewarding poorer countries that put an emphasis on 
open markets and the rule of law, we will help put more countries on the path to 
prosperity. 

That’s why earlier this year I sent a letter — that was also signed by Senators 
Santorum, Sununu, and Sessions — to appropriators asking them to appropriate as 
nearly as possible the amount requested by the President for this important initia- 
tive. I’m sorry to report that both the House and Senate came up short. The House 
version of the Foreign Operations Appropriations bill funds only half the President’s 
request, and the Senate version even less. I hope conferees on the bill will do better, 
but I’m not optimistic. 

At the same time, we also need to see some positive results coming from the Mil- 
lennium Challenge Corporation. To date, no money has been awarded, and the MCC 
is still severely understaffed. We need a success story. Unless Congress can see an 
example of the MCC working — efficiently and effectively — we are unlikely to fund 
the MCC to requested levels. 

To that end, I hope the MCC will remain true to its purpose: to provide a rel- 
atively large sum for major projects in a few qualified countries. Sixteen countries 
qualified for funding under the MCC this year, and another seven threshold coun- 
tries, who came close to qualif3dng, were announced last week. I’m pleased that 
eight of the sixteen and four of the seven are in sub-Saharan Africa. The temptation 
will be to fund qualified projects in all those countries. While I sympathize with that 
desire, given that the MCC has been severely under-funded to date, we should not 
give in to that temptation. 

Rather, the best projects in a few of the qualified countries should be fully funded. 
That may not seem fair to every country that has qualified, but it will ensure that 
Millennium Challenge Accounts achieve the desired impact — greatly improving a 
few qualified countries so they can rise up to the next level of development. If the 
MCC chooses to sprinkle its limited funds around all the qualified and threshold 
countries, the impact will be greatly diminished and the program will end up look- 
ing more like our traditional foreign aid programs rather than a new, bold initiative. 

The Chairman. Thank you very much, Senator Alexander. 

Mr. Applegarth, we deeply appreciate your patience in waiting 
for our votes to happen. We believe that we have clear sailing for 
a good period of time ahead of us before votes will recommence. We 
look forward to your testimony as well as your responses to all of 
our questions, but even more we appreciate the enthusiasm and 
idealism which you bring to this program. 

Will you please proceed. Let me say your full statement will be 
made a part of the record. You may either recite from that or sum- 
marize as you prefer. 

STATEMENT OF HON. PAUL V. APPLEGARTH, CHIEF EXECU- 
TIVE OFFICER, MILLENNIUM CHALLENGE CORPORATION 

Mr. Applegarth. Thank you, Mr. Chairman and members of the 
committee, for the opportunity to address you today. Because we do 
have a lot to discuss, I have submitted a written statement for the 
record and will just summarize it this morning. 
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My opening remarks address several of the questions that you all 
raised in your own opening remarks. To the extent that they do 
not, and it does not, I would like to address them during the Q&A 
session. 

Sixteen months ago I was testifying before you as President 
Bush’s nominee to become the first Chief Executive Officer of MCC. 
During these past 6 months, the MCC has designed and imple- 
mented its operating structure, carefully reviewed and selected 
countries that are eligible to formally apply for fiscal year 2004 as- 
sistance, and announced the first threshold countries. And at this 
moment we are evaluating the first proposals and concept papers 
that have arrived from 13 of the 16 selected countries. 

As the committee is well aware, it was only on January 23 of this 
year, with sustained bipartisan support, that MCC was established 
as a unique and innovative effort in poverty reduction and sustain- 
able development. Underlying all our efforts is a pronounced em- 
phasis on policy reform. We believe that by providing incentives for 
countries to adopt policies for governing wisely, investing in their 
own people, and promoting economic freedom, we strengthen the 
critical relationship between fundamental democratic principles 
and economic freedom, that together form the bedrock of stable and 
responsible nations. 

MCC is unique because it was deliberately designed to make U.S. 
aid more effective by linking increased foreign assistance to good 
governance and sound policies. As you mentioned, Mr. Chairman, 
MCC is innovative in several important respects. Countries are se- 
lected based on their ability to participate as full partners in the 
development process. This genuine process means that they them- 
selves will design programs that directly address the root causes of 
poverty and will stimulate economic growth in those areas that 
they determine are most important. 

Since January 23, MCC has set ambitious goals for itself, moving 
as fast as the legislation allowed. On May 6, MCC’s board of direc- 
tors selected the first 16 countries eligible to submit proposals for 
MCC assistance. These 16 countries, which when combined rep- 
resent more than 130 million people, were selected out of 63 of the 
poorest countries in the world. The selection was based on pub- 
lished criteria, including 16 indicators developed by the World 
Bank, Freedom House, and other entities independent of the U.S. 
Government. They rank countries on whether they are governing 
justly, investing in their own people, and encouraging economic 
freedom. 

MCC has already announced the names of 71 candidate countries 
for fiscal year 2005. We expect our board to select the 2005 Millen- 
nium Challenge Account-eligible countries next month. 

It is important to point out that since the fiscal year 2004 selec- 
tion criteria and methodology were announced MCC has received 
a number of very valuable public comments. These comments were 
taken into account during our review of the selection criteria for 
fiscal year 2005. For example, in a direct response to public com- 
ments MCC replaced the primary school completion rate indicator, 
which measured graduation rates for all students, with a girls pri- 
mary school completion rate indicator. We made the change to em- 
phasize clearly the proven importance of primary education for 
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women in terms of poverty reduction and growth and because data 
is now available to provide a measurable ranking. 

MCC is also exploring potential improvements in the selection 
criteria for the future, such as measuring the country’s support for 
entrepreneurial activities, improved focus on investing in people, 
and the economic cost of trade barriers. We are also establishing 
a working group to help identify an indicator to measure a coun- 
try’s policies as they affect its natural resources. This group will be 
chaired by MCC Board Member Christie Todd Whitman. 

Within 3 weeks of the selection of the first round of MCC-eligible 
countries in May, we had MCC teams on the road to visit all the 
countries. Working together with USAID and embassies, we ex- 
plained to a wide variety of groups in each country that we wanted 
each nation, through a consultative process with civil society and 
the private sector, to develop a compact proposal, which is essen- 
tially a detailed implementation plan that lays out country prior- 
ities, objectives, and benchmarks for the use of MCC assistance. 

We are not pushing any particular sector or project, but instead 
we seek to help those countries find the best opportunities for pov- 
erty reduction and growth. 

President Bush has requested $2.5 billion for fiscal year 2005. In 
an analysis earlier this year, the General Accounting Office esti- 
mated that with a funding level of $3.5 billion, the President’s 2005 
request plus the fiscal year 2004 enacted levels, the MCC can fund 
compacts in only 8 to 14 countries at a level that would provide a 
meaningful incentive for policy reform. MCC is a good investment 
in security, poverty reduction, and growth, and achieving an ade- 
quate level of funding is essential to our mission. I very much ap- 
preciate your support, and that of the members of this committee 
in achieving adequate levels of funding. 

We are now looking at the country proposals that we received. 
We are looking at them as investment opportunities. However, the 
return we seek is not a financial return, but a return in poverty 
reduction and growth. We want to give our partners an opportunity 
to escape the cycle of dependency and actively change the economic 
path of their country and the lives of their people. 

We have been impressed with the efforts of MCA-eligible coun- 
tries so far and the innovative steps they have taken to ensure a 
broad-based consultative process. Some countries have significantly 
involved NGO and business sectors in priority-setting for the first 
time. For example, Mongolia is holding public meetings throughout 
the country. Armenia and Georgia have broadcast public meetings 
on national TV. One official from an MCA country in Africa said: 
“Even if we receive less than we have requested through our com- 
pact proposal, the intangibles gained from taking control of our 
own development destiny are the most important part of the proc- 
ess.” 

Just as important, the potential for qualification is a continuing 
incentive for countries to make reforms. One country passed four 
pieces of anti-corruption legislation and began enforcement. The 
stated reason: They hope to qualify for MCA funding. Since the an- 
nouncement of potential MCA indicators in February 2003, the me- 
dian number of days to start a business has dropped from 61 to 
under 50 in MCA candidate countries. 
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The first country proposal reached MCC in mid-August and a 
number of countries have submitted proposals and concept papers. 
What we see thus far covers almost all areas linked to poverty re- 
duction and economic growth, education, health, water, microcredit, 
rural development, infrastructure and financial sector development. 
As we begin our due diligence, we are asking direct questions: 
What is the link to poverty reduction and growth? Who are the 
beneficiaries? How will we measure results? How will the proposal 
impact the environment? Will the money be well handled? 

We are also coordinating with the United Nations Development 
Program, the World Bank, and other donors and working closely 
with USAID, State, and other U.S. Government departments to 
think through technical issues, to coordinate our activities, and to 
maximize the effectiveness of our assistance. 

We anticipate that we will begin consulting with Congress about 
entering our first compact negotiations in the near future. This 
consultation will occur once we have conducted a thorough review 
of a country’s proposal to determine whether there is a basis for 
conducting more formal negotiation. My personal hope is we could 
sign one or more compacts by the end of this year. But let me be 
clear that MCC is not in the business of rushing funds out the door 
before it is satisfied that the proposed compact will achieve real 
measurable results. 

As I emphasized earlier, underlying all MCC’s efforts is the im- 
portance of incentivizing policy reform. We believe this objective is 
enhanced by the threshold program. For fiscal year 2004 the board 
selected Albania, East Timor, Kenya, Sao Tome and Principe, Tan- 
zania, Uganda, and Yemen to be invited to submit their proposals 
for improving their MCA indicators. 

To encourage and support these reforms, we are working closely 
with the USAID to assist these threshold countries with targeted 
programs that will help improve their policies so they have a better 
chance of qualifying for MCA assistance. Let me emphasize, how- 
ever, that selection for the threshold program does not ensure auto- 
matic or quick selection for MCA eligibility. The type of reforms 
that the threshold program is designed to assist requires leader- 
ship and commitment over a period of time. 

Like MCC’s primary programs, the responsibility lies with the 
countries. If these countries want to undertake the challenge and 
opportunity, we will support their efforts. Eligibility, with or with- 
out threshold program participation, will be judged only against 
clearly measurable data that reflect the concrete efforts made by 
the governments. 

Operationally, MCC has increased its staffing and has developed 
detailed hiring plans, while addressing the basic issues inherent in 
the startup. We have sought to bring to MCC the most highly 
qualified individuals with diverse backgrounds and experience in 
government, the private sector, multilateral institutions, NGOs, 
and higher education. 

I could continue speaking at length about the ways we are con- 
structing the foundations of MCC, but perhaps your questions will 
allow us to address these subjects in more detail. 

In closing, let me remind you of our ultimate beneficiaries, the 
people we have been created to help. Madagascar, one of our poten- 
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tial partners, has a population of 16.4 million, who on average earn 
less than 64 cents a day. These people, like the rest of the world’s 
poorest countries, live with hopes, aspirations and potential as yet 
unrealized. The Millennium Challenge Account exists to help the 
world’s poorest countries and exists because of a significant bipar- 
tisan consensus here in Congress that clearly recognizes the impor- 
tance of effective and lasting global poverty reduction. 

Through MCC we have the capability to carry that task forward, 
to help create a world of free and prospering nations. I believe that 
together we can do this by working closely with our partner coun- 
tries, by insisting on commitment and accountability, and by focus- 
ing on poverty reduction and growth to help them move toward a 
more flourishing and more stable future. 

I thank the committee for its support and attention this morning 
and I would be glad to answer any questions you have about MCC 
and its operations. 

[The prepared statement of Mr. Applegarth follows:] 

Prepared Statement of Hon. Paul V. Applegarth 

Thank you very much Mr. Chairman — and members of the committee — for the op- 
portunity to appear before you this morning. Six months ago, I was testif 3 dng before 
you as President Bush’s nominee to become the first Chief Executive Officer of the 
Millennium Challenge Corporation (MCC). Yet during these past six months, MCC 
has designed and implemented its operational structure, carefully reviewed and se- 
lected countries that are eligible to formally apply for assistance from the Millen- 
nium Challenge Account (MCA), announced the first threshold countries and — at 
this very moment — we are evaluating the first proposals and concept papers that 
have arrived from 13 of the 16 countries. 

As the Committee is well aware, it was only on January 23rd of this year — with 
sustained bipartisan support — that MCC was established as a unique and innova- 
tive foreign assistance program. By establishing MCC, the United States Govern- 
ment has boldly (and generously) begun a new era in poverty reduction and sustain- 
able development. Underlying all our efforts is a pronounced emphasis on policy re- 
form. We believe that by providing incentives for countries to adopt policies for gov- 
erning wisely, investing in their own people, and promoting economic freedom, we 
strengthen abroad the critical relationship between free market ideals and funda- 
mental democratic principles that together form the “bedrock” of stable and respon- 
sible nations. 

MCC is unique because it was deliberately designed to make U.S. aid more effec- 
tive by linking increased foreign assistance to good governance and sound policies. 
We are innovative in several important respects: countries are selected based on 
their capacity to perform according to the stringent standards mandated by Con- 
gress; countries are also selected based on their ability to participate — as full part- 
ners — in the development process. This genuine partnership with selected countries 
means that they themselves will design programs — with MCC evaluation and guid- 
ance — that directly address the root causes of poverty; it means that the countries 
themselves will seek to stimulate economic growth in those areas that they deter- 
mine are most important. 

Since January 23rd, MCC has set ambitious goals for itself, and then met them, 
moving as fast as legislation allowed. MCC legislation has a series of sequential re- 
quirements — naming candidate countries, publishing criteria and methodology for 
selection, and holding a public comment period — each followed by a waiting period 
before selection can take place. MCC opened its doors with only 7 staff members. 
I am both grateful and proud to inform the Committee that MCC has met — and in 
some cases surpassed — every one of these requirements. On May 6, MCC Board of 
Directors (Board) was able to select with confidence the first 16 countries eligible 
to submit proposals for MCC assistance; again, all of this activity took place as 
quickly as the current law would allow. 

These 16 countries, which when combined represent more than 130 million peo- 
ple, were selected out of 63 of the poorest countries in the world. The selection was 
based on published criteria, including how well (or poorly) the 63 countries per- 
formed on 16 indicators developed and monitored by the World Bank Institute, Free- 
dom House, and other entities independent of the U.S. government. MCC uses these 
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16 independently derived indicators to evaluate the policy performance of countries 
in terms of whether or not they are “governing justly, investing in their people, and 
encouraging economic freedom.” 

Let me emphasize that the performance of the candidate countries on the sixteen 
policy indicators are completely transparent: any member of the Committee, any 
government staff, and — perhaps most important — any interested member of the 
public can look at our Web site (www.mcc.gov) and see how the candidate countries 
scored this year. In order to become candidates for fiscal year 2004, countries had 
to have an annual per capita income of under $1,415 US dollars (the historic cutoff 
for the International Development Association), be eligible for assistance from IDA, 
and be eligible to receive U.S. assistance. 

FY 2005 SELECTION PROCESS 

MCC has already announced the names of the 71 candidate countries for fiscal 
year 2005. Because the MCA legislation no longer required that countries be eligible 
for IDA loans, the number of competing countries has grown. We expect our Board 
to select 2005 Millennium Challenge Account (MCA) eligible countries before the 
end of the year, probably next month. 

It is also important to point out that since the FY04 selection criteria and method- 
ology were announced, MCC has received valuable public comment. These comments 
were taken into account during our review of the criteria for FY05. In a direct re- 
sponse to public comments, MCC replaced the Primary School Completion Rates in- 
dicator (for all students) with a Girls’ Primary Completion Rates indicator. We made 
the change to emphasize clearly the proven importance of primary education for 
women in terms of poverty reduction and high economic return because data was 
now available to provide a measurable ranking. The second indicator change MCC 
made was to lower the ceiling inflation rate indicator from 20 to 15 percent in order 
to make the indicator a more meaningful test of a country’s economic policies. 

In addition to the two changes to the selection criteria for FY05, MCC will explore 
potential changes for the future, such as measuring a country’s support for entrepre- 
neurial activities, improved focus on investments in people, and the economic cost 
of trade barriers. Taking into account suggestions from the public and advice from 
Congress, MCC will also establish a working group to help identify — or promote the 
development of — an indicator to measure a country’s policies as they affect its nat- 
ural resources. The group will be chaired by MCC Board Member (former Governor 
of New Jersey, and most recently head of the Environmental Protection Agency) 
Christine Todd Whitman. This group will work with outside groups and experts to 
establish criteria and invite ideas for such an indicator. 

COUNTRY COMPACTS 

Within weeks of the selection of the first round of MCC eligible countries in May, 
we had MCC teams on the road to visit the countries. Working together with 
USAID and our Embassies, we explained to a wide variety of groups in each nation 
that we want each country, through a consultative process with civil society and the 
private sector, to develop a Compact proposal — which is essentially a plan that lays 
out country priorities and objectives for the use of MCA assistance to address bar- 
riers to poverty reduction and growth in the country. These proposals form the basis 
for discussions between MCC and the country on their priorities and, finally, for ne- 
gotiating a mutually agreeable Compact that includes plans for ensuring account- 
ability, and clearly lays out the responsibilities of each partner. 

As investors using U.S. teixpayer dollars, we are not pushing any particular sector 
or project, but instead we seek to help these countries find the best investment op- 
portunities for poverty reduction and growth. President Bush has requested $2.5 bil- 
lion for FY05. In an analysis earlier this year, the GAO estimated that, with a fund- 
ing level of $3.5 billion — the President’s FY 2005 request plus FY 2004 enacted lev- 
els — the MCC could fully fund three-year Compacts in only 8 to 14 countries. 

We will be looking at proposals we have received as investment opportunities. The 
return we want to see is poverty reduction and sustainable economic growth in the 
countries. We want to give them an opportunity to escape the cycle of dependency, 
and actively change the economic path of their country and part of our strategy is 
that this is best accomplished by allowing them to take ownership of the success 
of the program. 

That means that the programs are about our partner countries’ priorities, their 
ideas, their activities, their policy reforms and compacts should reflect the priorities 
and needs of the people of the country — not just the government — by placing a 
strong emphasis on civic and private sector participation in setting priorities and 
then implementing these priorities. This is why we have met with key individuals 
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in each country — inside and outside of government — such as the private business 
sector, NGO’s, and other organizations that have an important stake in the positive 
development of their nation. 

We have advised countries that we would assess their proposals based on a num- 
ber of criteria, including: 

• the proposal’s contribution to poverty reduction and economic growth; 

• the breadth of public support within the country for the proposal; and 

• the government’s commitment to continued policy improvement. 

We explained to them that MCA eligibility does not mean automatic entitlement 
to funding, and that MCC allocation and funding decisions will be driven by the 
quality of each country’s proposal and their ability to successfully implement the 
Compact as well as the Congressionally mandated criteria for a robust financial 
management plan so that U.S. taxpayer money is optimally used. 

We have been impressed with the efforts of MCA eligible counties so far and the 
innovative steps they have taken to ensure a broad based consultative process. 
Some countries have consulted NGO and business sectors for the first time. Mon- 
golia is holding public meetings in all four corners of its large expanse. Armenia and 
Georgia have broadcast public meetings on national TV. One official from an MCA 
country said, “even if we receive less than requested, the intangibles gained from 
taking control of our own development destiny are the most important part of the 
process.” Indeed, we are finding that the process itself is an incentive for progress. 

Just as important, when countries don’t achieve eligibility, the potential for quali- 
fication is a continuing incentive for them to make reforms and become eligible. One 
country passed four pieces of anti-corruption legislation and began enforcement. The 
stated reason: the hope of qualifying for MCA funding. And since the announcement 
of potential MCA indicators in February 2003, the median number of “days to start 
a business” dropped from 61 to 47 in MCA candidate countries. 

Many countries decided to include additional parties in the consultation, and as 
a direct result of this increased participation they have achieved a much deeper 
analysis and more careful prioritization. They know this will lengthen the proposal 
development process, but they believe it will increase proposal quality and as well 
as its acceptance within the country. 

The first country proposal reached MCC in mid-August and a number of MCA 
countries have now submitted proposals and concept papers. What we have seen in 
the proposals and concept papers thus far covers almost all areas linked to economic 
growth and poverty reduction: for example, education, water, micro-credit, rural de- 
velopment, infrastructure, and financial sector development. We have begun our due 
diligence processes. We are asking direct questions. What is the link to poverty re- 
duction and growth? Who are the beneficiaries? How will you measure results? How 
do you rank your priorities? How will the proposal impact the environment? How 
does your proposal relate to what the government and other donors are doing? Will 
the money be well handled? Is procurement going to be fair and transparent? 

As part of our due diligence process, we have already begun consultations with 
the United Nations, the World Bank, the UK’s Department for International Devel- 
opment (DFID), Japan and other donors. We are doing analysis on the growth and 
poverty reduction potential among proposals. We are working closely with USAID, 
State and other USG departments to think through technical issues, to coordinate 
our activities, and to meiximize the effectiveness of our assistance. 

MCC anticipates that we will begin consulting with Congress about entering our 
first Compact negotiations in the near future, as prescribed in our legislation. This 
consultation will occur once MCC has conducted a thorough review of a country’s 
proposal to determine whether there is a basis for conducting a more formal nego- 
tiation. We believe that due to our efforts as well as the efforts of the countries, 
that we will make significant progress on several proposals by the end of this year. 
My personal hope is that we could sign one or more Compacts by the end of the 
year. Let me be clear, however, MCC is not in the business of rushing funds out 
the door before it is satisfied that the proposed Compact will achieve real, measur- 
able results. 


THRESHOLD PROGRAM 

As I emphasized earlier, underlying all MCC’s efforts is the importance of 
incentivizing policy reform. In many ways, this is the challenge in the Millennium 
Challenge Account. But we don’t just want to challenge these countries that are eli- 
gible, but also those countries that currently fall short on MCC indicators but are 
making efforts to reform. We believe this objective is enhanced by the Threshold 
Program. 
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The Board made the decision to set aside an initial pool of up to $40 million dol- 
lars from fiscal year 2004 funds to go to the “Threshold” countries that are very 
close to qualifying and have demonstrated a commitment to undertake the policy 
reforms necessary to improve their growth conditions and their prospects for quali- 
fying for the MCA. For FY 2004, the Board selected Albania, East Timor, Kenya, 
Sao Tome and Principe, Tanzania, Uganda, and Yemen to be invited to submit their 
proposals for improving their MCA indicators. 

To encourage and support reform, we will be working closely with USAID to assist 
these “Threshold” countries with targeted programs that will help improve their 
policies so that they have better chance qualifying for MCA assistance. Moreover, 
such a program can help countries put in place the policies that provide the founda- 
tion for increasing productivity, reducing poverty, and moving toward more sus- 
tained economic growth. Distinct from the poverty reduction and economic growth 
programs that are MCC’s primary focus, the hope of qualification presents these 
countries with an opportunity to actively address and improve their performance on 
the policy indicators. 

This type of reform requires leadership and commitment. Like MCC’s primary 
programs, the responsibility lies with the countries. If these countries want to un- 
dertake this challenge and opportunity — we will support their efforts. However, I 
want to make it clear that simply participating in this program will not guarantee 
eligibility for MCA assistance. Eligibility, with or without Threshold Program par- 
ticipation, will be judged by clearly measurable data and concrete efforts made by 
the governments. 

Change will not be easy and will not soon be reflected in country scores. The pol- 
icy areas where these countries will need to focus can only be changed with con- 
sistent effort and a high level of political commitment — over a period of time. 

Building on our strong working relationship with USAID, MCC will ask countries 
to submit their plans for reforming failing indicators and we will evaluate their final 
proposals based on political commitment, looking for specific actions that the gov- 
ernment will undertake. MCC will soon post guidance on our Web site explaining 
the parameters for submitting such a proposal. 

MCC has also increased its staffing and has developed detailed hiring plans to 
ensure that MCC will have the right number of people and skill sets to analyze pro- 
posals from both eligible countries and those in the Threshold Program. In less than 
nine months the number of staff has gone from 7 to 63 (which includes contractors) 
and we have sought to bring MCC the most highly qualified individuals, with di- 
verse backgrounds and years of experience in government, private sector develop- 
ment, multilateral institutions, NGO’s, and higher education. I could continue 
speaking for a considerable length of time about our goals for specific departments, 
the meticulous and frankly demanding way in which we are constructing the foun- 
dations of MCC. But perhaps your questions will allow me to address these subjects 
in detail. 

In closing, Madagascar, one of our potential partners, has a population of 16.4 
million people who, on average, earn less than 64 cents a day. These people live 
with hopes and aspirations for a better life that are as of yet unrealized. The Millen- 
nium Challenge Account exists to help them and others among the world’s poorest 
countries to achieve their potential. MCA also exists because of a significant bipar- 
tisan consensus here in Congress that clearly recognizes the importance of effective 
and lasting global poverty reduction. 

Through MCC we have the capability to carry that task forward — to do our part 
in creating a world of free and prospering nations. 

And I believe that, together, we can do this by working closely with partner coun- 
tries, by insisting on commitment and accountability, and by focusing on growth, 
nudging each nation toward a more flourishing, more stable future. And that will 
be a great good, for us all. 

I thank the Committee for its attention and support. I would be glad to answer 
any questions you may have about MCC operations. 

The Chairman. Well, thank you very much, Mr. Applegarth. 

We will have a 10-minute round to begin with for our members. 
When was the threshold group of countries announced? 

Mr. Applegarth. It was announced last Thursday, September 
30, Mr. Chairman. 

The Chairman. I appreciate your giving that list to us today. I 
mention just anecdotally the selection of Albania as one of the 
seven. It was my privilege to visit Albania in August. I would say 
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that the Prime Minister, and all of the ministers with whom I vis- 
ited, were extremely hopeful of being included on the threshold list. 
They thought that they had taken steps, which they outlined to me, 
that would qualify them to do that. 

I could offer no assurance, but let me just underline some of the 
points you have made in your testimony about the internal debate 
which is occurring in countries around this world. Albania is a 
focus because I talked to the people there and they had in mind 
first of all some MANPAD missiles that were up in the mountains, 
at least 79 of them as I recall, that they were prepared to destroy. 

Now, this has nothing to do with economic assistance and the 
normal things that we are involved with, but it has everything to 
do with a country that is forthcoming, and that wanted to make 
sure that these missiles and various other things that were in 
sheds and so forth and that were revealed to us as we proceeded 
up above Tirana were going to be destroyed safely. The Albanian 
officials wanted some degree of expertise as they worked with the 
United States. 

In addition to that, they outlined the idea of a military academy, 
in which young officers in the Albanian armed forces would come 
forward. One of the requirements of this would be proficiency in 
the English language — once again, a clear reaching out to us to in- 
dicate t^hat they really wanted to be friends and to be part of the 
move toward democracy. 

Then we heard a very vigorous debate over the dinner table in 
the Ambassador’s residence. This included the Prime Minister, but 
likewise members of at least two distinct political parties that were 
in the opposition, who felt free in arguing publicly and vociferously 
about the course of affairs in the country, which I think is very 
healthy. 

Now, you are running into that, I am certain, with your adminis- 
trators as you visit these countries and as they become aware of 
the possibilities. I have no idea what sort of plan Albania will pro- 
pose, but I think it will probably be a fairly good one. They have 
given some thought to this, and their hope is that they might be 
included. 

Other countries in the world are out there in the same condition. 
When I visited Georgia shortly after the Albania visit, they were 
extremely pleased and, as you said, have had public meetings. It 
is a point of national interest that they are formulating a plan. I 
do not know whether they have submitted one as yet. 

In both of these countries the needs are obvious to an observer 
just walking along the street, quite apart from going out in the 
countryside. They have extraordinary needs. But in Georgia the ap- 
plication that they have given was preceded by a tremendous 
crackdown on public corruption, including dismissal of most of the 
police force of the entire country and rehiring of persons on dif- 
ferent terms, and a whole culture of change, with the young people 
from the Rose Revolution. It is extraordinary for that area, exem- 
plary, in every way. This should be supported by us in our public 
diplomacy and in our espousal of democracy. 

So this is not an incidental program that we are discussing. I 
have already gone through some criticism of the Congress for its 
lack of prescience with regard to our possibilities in the world, but 
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at the same time, this is why the urgency of this situation impelled 
this hearing before we go out of session. Members have many 
things on their minds. It is the final week of session and people 
sometimes say: Not another hearing. Yes, we are holding another 
hearing. We are here because we really want to hear from you, and 
we have some benchmark at this point. 

We will return to this subject. We must. The appropriations proc- 
ess for the next year is upon us there rendering this matter par- 
ticularly urgent. 

Now, it is in that spirit that you have indicated that probably 
some compacts will be concluded in this calendar year, but can you 
quantify that any better? How are the 16 coming along? What sort 
of timetable may we expect before we see the results of those ex- 
aminations? 

Mr. Applegarth. I will certainly do so, Mr. Chairman. I wanted 
to emphasize something you mentioned, which is the impact in the 
countries. I think some of the most interesting and positive feed- 
back we have received, that I have received, has been in discus- 
sions with the Presidents and Prime Ministers of countries, some 
of whom qualified, but a number of whom did not. 

I know Secretary Powell has also mentioned this, but to see our 
little country data sheets, which are available on our Web page, in 
the hand of a President or a Prime Minister — as happened twice 
in New York the week before last, is gratifying. Two different 
Presidents said: Paul, we really want to qualify for Millennium 
Challenge; Why did we not? 

In one case I had to say: Mr. President, because you fail our cor- 
ruption indicator. And he said: I understood that and I just needed 
to have you confirm that; what kind of things should we be doing? 
And I said: We are not going to be prescriptive. It is a partnership. 
We just set the benchmarks. But let me tell you what some of the 
other countries that did qualify have been doing. 

To have this opportunity to talk with the senior, truly senior 
leadership of countries about what is important in terms of pro- 
moting good governance, in terms of promoting economic freedom, 
in terms of investing in their own resources, is really extraor- 
dinary. We get constant feedback and constant reinforcement that 
this joint mission that we are all about is really significant. 

In terms of the compact proposals themselves, as I mentioned, 
we got our first one in mid-August. They continue to come in vir- 
tually every other day. I think we got the most recent one on Fri- 
day. To be fair, they all require still a fair amount of work. A lot 
of them have had a lot of effort going into them, but they all re- 
quire a focus on true prioritization and more detailed implementa- 
tion and work. 

I think the 13 that we have received total $4.2 billion them- 
selves. Now, there is no question that I am in complete sympathy 
with Senator Alexander’s remarks, but even if I was not, we would 
still focus only on the very best, and the countries understand that 
in terms of the available funding we have. We think it is also very 
important that we show a clear linkage of high quality plans and 
proposals to poverty reduction and growth. 

My own experience in the private sector has been that, even 
when you get a very good proposal with parties that are used to 
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doing funding, whether it is the private equity world or other kind 
of worlds, for this kind of investment it frequently takes 4 to 5 
months to negotiate a contract — even in the best of circumstances, 
from the time you get the proposal until you get to completion. 

Therefore, I say it is my personal target and I hope we can get 
a couple done hy the end of the year. But I also have to recognize 
that this is a learning process for parties on all sides. Our empha- 
sis is in the consultative process, which is certainly not typical in 
a private sector perspective, and the fact that we are asking gov- 
ernments to step up and do a number of things that they have not 
done before, and at the end of the day we need a government to 
government agreement, says that that is a stretch target, an ambi- 
tious target, but we will try to do it. 

The Chairman. Well, you are between a rock and a hard place 
because on the one hand you are attempting to do the responsible, 
prudent thing, and you must. On the other, the governments that 
are involved, 13 of the 16, have sent them, but three have not, and 
here we are on October 5. 

The problem in our government, however, is that already the ap- 
propriation that MCC will need for the year following this year is 
going to be going on during November and December. Before long, 
0MB and others will already be suggesting what the limits are. 
You understand our predicament as advocates. We understand 
yours, that there has to be a track record that somehow you are 
handling this money, you are handling it successfully and we are 
getting results. Failing that, the result is going to be that people 
will say: Well, you are not able to use the money that fast, you are 
just not able to assimilate this. They will say, it is a good program, 
but by and large we should fund it at half-speed. 

This is what I am worried about, quite frankly, and that is why 
in my opening statement I offered the long recitation of the battles 
over the foreign account, the 150 account, which all of us are en- 
gaged in. This is hand-to-hand combat each year on this business. 

Let me just mention one more thing. The capability corruption 
item is just critical. We have held hearings on the multilateral de- 
velopment banks. Granted, this is an area that people do not get 
into very often, and some would say hardly should get into at all. 
It is off somewhere else. There are many countries involved and we 
play a part in it. But who knows exactly what happens when loans 
are made to a government for budgetary support? 

Well, somebody needs to. In other words, the accountability of 
American taxpayer funds, however humanitarian the intention 
may be, is of the essence. A corrupt government on the face of it, 
even if it has great needs, is not a candidate for MCC funds. We 
know off the bat that this is very bad news. 

I had the Foreign Minister of Papua-New Guinea in the office on 
Friday, an able gentleman and an able Ambassador who once came 
over here on a Henry fellowship or what have you. Unfortunately, 
all the fellowships for Papua-New Guinea were cut off about 1997, 
which is sad. We will address international scholarships in a sepa- 
rate hearing tomorrow. 

The corruption business, as we found in these multilateral devel- 
opment bank oversight hearings, is just endemic. Cases like Geor- 
gia, with the young people overthrowing their government, these 
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are extraordinary exceptions in the world. And yet you have a 
great opportunity here to fashion a different culture that will be of 
great benefit to people in terms of their governance, quite apart 
from their economics, which you understand. 

Let me pass the baton on to Senator Feingold for his questions. 

Senator Feingold. Thank you, Mr. Chairman. 

I would like to start, Mr. Applegarth, by asking you essentially 
the same question I asked you at your confirmation hearing in 
March, which is: How will the MCC monitor the very significant 
expenditures of taxpayer resources with a total staff of about 200 
people? 

I understand it is your intention to have about 20 people based 
overseas to monitor programs in 30 countries by fiscal year 2006. 
As the recent Inspector General’s report noted, $5 billion a year, 
as the President called for, spread over 30 countries still averages 
out to $167 million per country per year. Do you think that 20 rov- 
ing employees can adequately monitor the use of these taxpayer 
dollars? 

Mr. Applegarth. I think we are different. Senator, because we 
have the true country partner “buy-in” as to what we are doing, 
and it is not only our resources, in that we view ourselves as fidu- 
ciaries to the American taxpayer, but at the end of the day this is 
also their resource. This opportunity is a rare one for them, and we 
are fortunate in picking really the best of the highest ranked of the 
potential countries we are working with. 

We will, as a part of the detailed implementation plan under a 
compact, have explicit monitoring benchmarks and methods and 
procedures built in, and essentially we will monitor the monitors. 
We do not expect our staff to be doing the detailed monitoring, but 
we will be working with the partner countries to make sure that 
that happens correctly. 

In addition, those compacts and those procedures will all be pub- 
lic and available. We have been trying to encourage both the com- 
munity here as well as in the countries to participate, so they know 
what the benchmarks are, they know what the intentions for where 
the money is supposed to go are, and so we expect to have not 20 
watchdogs, but thousands of watchdogs in each country in some 
way that are helping us do this informally as well as formally 
through the procedures we build together with the country and the 
compact. 

Senator Feingold. I appreciate that answer. Let me follow by 
asking if these plans for monitoring and evaluation of the Millen- 
nium Challenge are based on any existing model? Is there some ex- 
isting arrangement that you can point to that will give us con- 
fidence that we will be able to keep close tabs on our taxpayers’ 
dollars, especially since you are talking about a relatively modest 
staff of American employees and an interesting concept of thou- 
sands of other people helping us in those countries? And I am won- 
dering if there is some other model that would suggest it might 
work. 

Mr. Applegarth. We are looking at the best that is out there. 
We are different in some ways because we are combining what the 
private sector does in terms of ongoing and short-term monitoring 
and quarterly monitoring, if you like, or even more frequently, as 
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you would if you were sitting on the board of a country or of a com- 
pany, together with some things that the World Bank has been 
doing and the IDB has been doing and elsewhere, in both looking 
at the long-term impact, but also the short-term monitoring basis. 

We have been looking closely at both successes and failures in 
monitoring in those other institutions and we will try to pick the 
best of them, depending upon the sector and depending upon the 
country. It is just going to vary by both. 

Senator Feingold. What will it cost for the MCC to maintain 
these 20 employees who are based overseas? And are you asking 
the State Department or USAID to share some of the cost, and how 
much? 

Mr. Applegarth. Well, we have been working closely with State 
and USAID to make sure we are leveraging our staff resources to 
the extent we can. By design we are not intended to be creating 
another bureaucracy. We are really modeled much more on a pro- 
fessional services entity, where we are subcontracting out anything 
that is not critical to our mission. So that we subcontract out 
things like our personnel administration, our internal accounting, 
even our security clearances, so that our folks really are directed 
to our mission, which is to work with the countries to make these 
things work. 

In many countries, we expect to be housed in the embassy or 
with the USAID mission. It will vary on the country’s cir- 
cumstances, but that would be our intention. To the extent we can 
leverage the usage of other U.S. Government resources in the area, 
we would like to do that. We have been getting quite good coopera- 
tion on the ground from both our Ambassadors and the mission 
heads from USAID in particular. 

Senator Feingold. I think I understood that answer. Let me fol- 
lowup by asking, does the MCC anticipate asking USAID or State 
Department personnel to assist in the monitoring effort? 

Mr. Applegarth. We can and I think it will be country specific. 
As you know, we certainly will be seeking their views and their 
input. Whether or not they have the resources to do that for us I 
think is really up to them. 

Senator Feingold. Would State or USAID be reimbursed for 
these costs? 

Mr. Applegarth. We would attempt to, I think, work out on a 
country by country basis arrangements that would work for them 
as well as for us. We are not going to divert them from their pri- 
mary missions. 

Senator Feingold. Some have voiced concerns that lobbyists 
have been retained at a significant cost to extremely poor countries 
to help represent developing countries that wish to participate in 
the Millennium Challenge initiative. Obviously, this is troubling 
since the whole premise behind this initiative is that objective per- 
formance will be rewarded. It is not supposed to be about who is 
in and out of political favor, who has a high-priced lobbyist, and 
who does not. 

What’s more, the objective indicators are well-known and pub- 
licized. Certainly our embassies should be able to explain clearly 
how one qualifies for MCA assistance. So it would trouble me if 
some countries believe that by hiring some professional lobbyist 
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that that is a good investment, rather than, say, implementing the 
actual policies that the chairman was talking about to root out cor- 
ruption. 

Does this phenomenon trouble you? Do you have any idea of how 
widespread the phenomenon is, and what steps are being taken by 
the MCC to discourage this kind of activity? 

Mr. Applegarth. I share your concerns 100 percent. Senator. 
This is not a good use of funds. I have been quite public about that. 
This is not an approach that countries should take. As recently as 
last Thursday, I spoke before a large audience at the Bretton 
Woods Conference. In response to a particular question from an 
emerging market Ambassador, I repeated the fact that success with 
MCA does not involve lobbyists. 

We have seen only a couple instances of it, and I cannot think 
of a case where a lobbyist was hired that I am aware of where the 
country was selected in this first round. The board takes it quite 
seriously that its selections are based on the criteria and not poli- 
tics and lobbying. I think that is the best signal, both our 
jawboning and the fact that it does not work. 

Senator Feingold. I am very pleased to hear you have shown 
concern about this already, and over time I want to work with you 
to make sure we stay on top of this possible problem. 

What steps has the MCC taken to ensure that civil society in 
qualifying countries is engaged in actually developing compact pro- 
posals, so that this program really empowers citizens and not just 
empowering governments overseas? What can you do to bring civil 
society into this process? 

Mr. Applegarth. Transparency is our biggest ally, particularly 
now when we are trying to build confidence that we will use the 
money well. In the countries — in every country that we visited on 
the initial rounds — we had separate meetings with civil society, 
with NGOs, members of the business community. Most of our fol- 
lowup trips have involved similar meetings. 

We have asked the countries to in their compact proposals, to 
discuss and explain their consultative process. It is clear to them 
that we are taking it seriously, and, as a result, they are taking 
it seriously, and it is constantly reinforced in our messages to other 
countries and in our discussions and they know it will be a key ele- 
ment of our due diligence. 

Senator Feingold. Thank you, Mr. Chairman. 

Thank you, Mr. Applegarth. 

The Chairman. Thank you very much. Senator Feingold. 

Senator Hagel. 

Senator Hagel. Mr. Chairman, thank you. 

Mr. Applegarth, welcome. We are grateful for your leadership 
and please convey to your colleagues that we appreciate their good 
work and you are off to a very productive beginning. 

As noted in your testimony and in the opening comments of 
Chairman Lugar, the current funding for MCA is below expected 
levels, below what the President had requested. Most of us on this 
committee fought for that mark. We did not achieve that. Now, as 
that as the context of the issue, I have got two or three questions 
regarding that shortfall in funding for fiscal year 2005. 
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The first is, what impact does this have on planning and imple- 
mentation as you have completed fiscal year 2004? More impor- 
tantly, you are planning for 2005 with essentially a billion dollars 
less than what the President had requested. 

Mr. Applegarth. It affects us in a number of ways. Senator. As 
we evaluate proposals and really build a pipeline, it is crucial that 
we have adequate funding. If you come back to what we are really 
about, it is to provide an incentive to countries to enact policy re- 
form. It would be a fundamental problem if countries gave us good 
proposals — and there are a lot of good elements in proposals in 
what we are receiving right now — and that as a result of the cut- 
backs in funding, we either had to eliminate countries that had 
good proposals. There will be some countries that do not have good 
proposals. We are confident of that. But if there is a proposal be- 
fore us that has good merit, that clearly leads to poverty reduction 
and growth, and we are unable to fund it, we have built expecta- 
tions in the countries, their governments are taking heroic steps. 
Georgia is a very interesting example, the things they are doing, 
but there is also leadership in our other partner countries where 
they are trying to do things. If we fail to deliver on the Monterey 
promise that if they take those steps we will be there to help pro- 
vide assistance, we are going to get questioned: Well, where is the 
beef? What happened? 

I think it is important to us in terms of our role in the world that 
what we are doing be funded adequately. I think it is important for 
U.S. credibility and I think it is important in terms of poverty re- 
duction and growth, and we will come back to that. So it is very 
important as we go forward that we be able to work with the coun- 
tries and credibly respond to good proposals as we have encouraged 
them to submit. 

Senator Hagel. In the same regard as the general question that 
I asked previously, what specific contingencies are you taking to 
deal with the shortfall? If you could give the committee one or two 
or three examples? You have laid out a general dynamic of what 
you are going to be dealing with, the concerns, the vulnerabilities, 
the down sides, but what are you doing to prepare for this? 

Mr. Applegarth. Well, first we are being rigorous in our evalua- 
tion of the proposals. We do that anyway, but I think we have tried 
to make it clear to the countries that only the best proposals will 
qualify. We are looking at timing; we think it is very important to 
have full funding up front in a compact, so the government can 
really plan and does not at the last minute get a rush of funds that 
ultimately leads to inefficiency and corruption. 

We are trying to make sure that the planning is up front. There 
are some things we can do in terms of funding technical assistance 
or evaluate in early stages something where we can perhaps as 
funding comes through amend the proposal to increase the funding 
once we have the certainty of it. At the same time, we will obvi- 
ously do the other things we can in terms of adjusting timing. We 
think a number of countries will qualify in the future, if we pick 
the right countries, and qualify for 2006 funding, qualify for 2005 
funding. 

But the reality is it is important, if we are going to do this right, 
that we do get the funding that we need. We will obviously manage 
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the program to the resources that are available, but I cannot as- 
sure you that significantly reduced funding would not impact either 
our mission, how the U.S. is viewed, or what we are trying to do. 

Senator Hagel. So the level of funding for fiscal year 2005 could 
in fact affect the countries that have been selected? We just might 
not be able to fund those programs, after we have committed to the 
world that this program was effective and new and efficient and 
was a partnership that was very important for them? 

Mr. Applegarth. Absolutely, Senator. I think that is a very im- 
portant point. At current funding proposals it is inevitable that the 
number of countries that we work with will be reduced, the size of 
the programs will be reduced, and/or our ability to truly create the 
incentives for the kind of policy reform that we are really all about 
will be impaired. 

Senator Hagel. I might note, Mr. Chairman, this is at a time 
when America is reaching out to the world, trying to improve its 
standing in the world, trying to develop relationships, partnerships, 
based on common interests, and these are the kind of programs 
that probably are most effective, have the most long-lasting effects 
of any, but yet we are shortchanging these kinds of programs and 
I think, Mr. Chairman, very clearly undermining our overall for- 
eign policy objectives. 

Is there any way that other donors can assist to fill in some of 
these gaps, Mr. Applegarth, that we are going to obviously come up 
underfunded and we are going to need some assistance to fill those 
gaps? 

Mr. Applegarth. We are looking. We are working closely with 
other donors, first to make sure that they stay in the countries that 
we are coming into. We will start the conversation within the con- 
text that we do not want them pulling back simply because MCC 
is coming in. We lose all of our additionality, all of our incentive 
effect if they are not there. 

We are trying to align what we are doing with their programs, 
to the extent it is consistent with what the countries have identi- 
fied as our priorities. It is not just with other donors, but I will 
mention one specifically. I just came back from Central America, 
where the countries propose that we do something that ties in very 
closely with something the World Bank and the IDB are doing, but 
which will take years before they can address it. We have the sup- 
port of those two institutions to try to get this particular piece 
done. 

We are also working closely with other U.S. Government institu- 
tions. The senior management of OPIC, for example, is coming over 
this afternoon after this hearing to talk with us about what they 
are doing to put in place, how we might be able to leverage their 
resources and their capabilities to supplement what we are doing 
and provide more bang for our developing buck. 

Now that you have got me started; the private sector. I had a 
conversation on Friday with an institution that is looking closely 
at moving back into one of the regions we have been operating in. 
They have not been there for a while. They are trying to decide the 
best way to do it and to pick the areas of opportunity for them. 
Coming out of that conversation I think was a recognition that the 
criteria that we are using to evaluate countries that really do rec- 
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ognize good governance and recognize long-term growth and pov- 
erty reduction are probably very fertile areas for them to be putting 
their money. It is clear from that conversation they are going to be 
looking closely at the countries we pick and potentially using that 
as a basis for their own strategic investments. 

If we can truly mobilize that kind of support, we have really de- 
livered on the promise that we are about. 

Senator Hagel. What is the role of multilateral lending institu- 
tions, private institutions, here? How can we — and obviously you 
have touched on it and I want you to go a little bit further — inte- 
grate those institutions and those private lenders into this fabric 
to make it more complete? Obviously you have thought about that 
and your own background lends itself to understanding that prob- 
ably better than most. 

Mr. Applegarth. First, we have encouraged the private sector 
companies, both domestic and those that are operating internation- 
ally, that already have a presence in the country to participate ac- 
tively in the consultative process, because we think that if there is 
anyone who truly knows about job creation, how to use resources 
to promote growth, it is the local private sector. 

We are not talking about the elites. We are talking about farm- 
ers or small businessmen or housewives who start a business. We 
ask them to do it. We are also talking about the multinationals try- 
ing to participate through their local professional staff. 

Second, we think there will be opportunities through our oper- 
ations for them to participate business-wise. But more important, 
I think we are looking proactively for ways that their funding can 
complement whatever we are doing, particularly if it is not the gov- 
ernments themselves that are doing the implementation of some of 
our programs, if it is the private sector or even NGOs, others that 
are actually doing the program management and implementation. 
There would be a number of opportunities. 

Senator Hagel. Thank you. I might note, Mr. Applegarth, that 
the power of Chairman Lugar is immense. He was just in Albania 
and miraculously it shows up on your list of threshold countries 30 
days after his appearance. If there is any question and doubt about 
the strength and power of this chairman, it should be dispelled im- 
mediately. I have understood that long ago. 

Mr. Applegarth. I did not realize he had been there, but I am 
glad to know — it is in the record I did not know he was there. 

Senator Hagel. A celestial kind of happening, really. 

Thank you. 

The Chairman. Well, thank you very much. Senator Hagel, for 
underlining the authority of the chairman. 

Senator Alexander. 

Senator Alexander. Thank you, Mr. Chairman. 

Thanks, Mr. Applegarth, for being here. This is a fascinating 
process we all hope succeeds. As I was thinking and listening to 
you, there is really nothing so new about it. I can think of many 
examples in our society, like foundation grants. I remember when 
I was Governor 20 years ago, Memphis went through a big jobs 
conference in which they got 2,000 people involved and came up 
with private money, county money, city money, had a great vision 
for the future, and then came and wanted the State to put some 
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money in, and we did. Chattanooga then wanted its money, and 
what I remember doing is sending them back to get more people 
involved and to think bigger. 

I can remember the New American Schools Development Cor- 
poration under the first President Bush, where David Kerns and I 
raised $50 million private dollars to give to break-the-mold schools 
and 700 applied and 14 were chosen. I think of the private entre- 
preneurial sector we have in our country, where startups occur all 
the time and they are always looking at the people who have a lot 
of money to try to do things the way that people with a lot of 
money want them to do it. 

I was trying to think of any lesson from that and the two that 
I thought of were these: It seems to me that you have got double 
objectives here. One is to introduce a way of thinking to people in 
a way that is attractive to them. You are clearly doing that with 
your indicator ratings, so you have got people thinking differently. 

But to succeed it seems you need to have 5 years from now and 
10 years from now a success story. It may only be one success 
story. It might only be two success stories. But it seems to me that 
that would need to be a success. Of all the new companies that 
start in America, most of them fail. Of all those 700 schools that 
applied to New American Schools Development Corporation, only 
14 were chosen and some of them did not do very well. 

So I would like to ask you to look down the road in two ways. 
One would be, how will you work to make sure that, given the un- 
certain amount of money and the large number of countries, that 
you end up 5 or 10 years from now with one or two or three real 
success stories? 

Second, what will you do with everybody who does not make it? 
Is there some help — is there some way you can say to someone who 
comes close but does not make it that, congratulations, you have 
really gotten to an important point now, and here is a plateau that 
you have reached or an area you have reached, and here are a 
number of things that we can do. We are not able to give you the 
grant that you sought, but we can assist with all of these other 
things, give you a stamp of approval, and cause that country to feel 
good about having participated, rather than to have the govern- 
ment that got everybody excited be embarrassed and get thrown 
out of office in the subsequent election. 

Mr. Applegarth. It is a wide-ranging question. Senator. One 
thing I would say, we are not having to encourage our partner 
countries to think bigger. I think we are trying to encourage them 
to focus at this point. But I think we really cannot wait 5 years 
or 10 years to show demonstrable success. 

We are seeing successes on the policy side and I cited a couple 
of them. What is most important is where we really do have mean- 
ingful impacts on poverty reduction in the areas we are working in, 
and growth. Inherent in what we are trying to do in our basic com- 
pact proposals with the government is to build in intermediate 
term benchmarks and objectives, where we can see tangible link- 
ages in terms of outcomes and results to this investment that we 
are making. 
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So if we have to wait 5 years before we do that, I think we are 
not being ambitious enough. I think we really do need to tie it to 
the projects. 

In terms of countries that are close on the eligibility side, we 
have that platform. It is the threshold program, where we do agree 
to work with them to take their proposals. If they are willing to 
tackle corruption in their country and give us a proposal that looks 
like we can provide some help, we will. The same thing in terms 
of rule of law. If they need training of judges or other kind of 
things, we will try to do that to help them. 

In countries where we have successful compacts and ongoing pro- 
grams, if they get off track, as long as the country commitment is 
there, we will do midcourse corrections. I think that is inherent in 
the kind of operational involvement and monitoring that we are 
trying to do. At the end of the day, though, I would like to see some 
tangible results besides the policy reforms we encourage. 

Senator Alexander. In terms of those that do not quite make it, 
do you have a name for them? What do you call them? I mean, 
what do you say in your letter when you say no? 

Here is why — I am not trying to be tricky with you. I am think- 
ing of No Child Left Behind. You know, many schools were very 
good schools, but they had a few kids who did not learn, so they 
did not make the grade. So they were suddenly called, quote, “fail- 
ing schools.” That really made everybody feel very bad in that 
school. That was not really a good name. 

I was thinking of an award or a designation for countries that 
apply, go through a process, get to a point, but do not get all the 
way. I think it is — maybe you have thought that through and you 
have that in mind or maybe you are not to that point yet. But I 
would think about that, because to elected officials back in various 
countries it could make a big difference whether they have some- 
thing to brag about for having made this effort. 

And funding huge amounts of money, the 13 countries plus 7 
threshold countries, that will be hard to do. So you are going to 
have some who went a long way in the direction that you hoped 
they would go, but do not succeed. So I am thinking of different 
levels of success, that is all I am encouraging. 

Mr. Applegarth. Well, I think you have put your finger on first 
the importance of the funding, that we get just as many good pro- 
posals as we can. Right now we are focused on getting good pro- 
posals, not on those who submit a proposal that does not work. We 
did rebrand, what I think you called them “near-miss countries,” 
to be the “threshold countries,” because we felt that was a more 
looking-forward process or offered more opportunity. 

In terms of countries that submit proposals that are well thought 
through and that we could not fund, I would rather not con- 
template that possibility, frankly. The others we will deal with in 
the course of the conversations with the governments. By being se- 
lected and recognized, they already have achieved something in 
their neighborhoods and I think in the world, but we would like to 
have it backed up with a good program. 

Senator Alexander. Yes, but if you are going to fund well a few 
good projects, you are going to have a number of other projects that 
are not funded, that may be OK but not the best. Otherwise you 
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would be dribbling out a fairly insignificant amount of money 
among a lot of — we have got 63 potential countries, more than 13 
plus 7. I guess I have made my point. 

Mr. Applegarth. I think you have. We are really asking the 
countries to focus first on the kinds of things that really are coun- 
try-transforming, to use our MCC resources for those things, rather 
than things that others, particularly other donors, could do. 

I also believe — I do not have any evidence, I do not have any 
proof of it, but I have to believe — that if a country has gone 
through this process well and had a good consultative process and 
prepared good proposals, that somehow or other we will have other 
donors at least coming in to help on some of it. Still it is not a per- 
fect solution in the absence of our full funding, but it is a step. 
That is what we will try to do. 

Senator Alexander. Maybe there can be a very specific process 
for those, like an all-American first team and an all-American sec- 
ond team and both are honored in their home towns, one more 
than the other. But maybe you can have a specific process for the 
all-American second team or all-whatever it is second team, that 
takes them to other donors and other places. 

Thank you, Mr. Chairman. 

The Chairman. Thank you. Senator Alexander. 

Let me just follow up on some of the points my colleagues have 
asked. You talked about good proposals. How do countries go about 
attempting to either guess or estimate what we will see as a good 
proposal, and how inclusive are these proposals? Do countries ask 
for help, in say, education, sort of back-to-back with infrastructure, 
or banking reform, or what have you? 

In other words, there is probably a long list of reforms that could 
occur in many of the candidate countries. How do they surmise 
what the tide will bear? They could present to you a $5 billion pro- 
posal out of a single country for the $1 or $2 billion that you have 
to distribute. Is there any sense of restraint on the part of the 
countries? Do you counsel them as to what your fair share might 
be, and therefore how you ought to tailor this proposal so that it 
somehow meets probability? 

Mr. Applegarth. First, the nature of the proposals, then I will 
come back to the second part of your question, Mr. Chairman. We 
are seeing, as I mentioned in my opening remarks, a variety of pro- 
posals. I think, generalizing that we have seen a number of sort 
of integrated rural development proposals, where countries have 
been very thoughtful in targeting a particular area or region after 
a consultative process, where they are not looking at a single inter- 
vention or support, but combining agricultural extension, training 
farmers in good crop rotation techniques, plus diversifying crops, to 
be more responsive to what the competitive market would be ask- 
ing for. 

The Chairman. Rural development is often an area countries 
look at. 

Mr. Applegarth. Right, that, put together with drip irrigation, 
combined with building rural roads so they can get the products 
out to the market, and frequently combined with a major road lead- 
ing to a port or somewhere else where they can essentially have 
products that meet world standards. 
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The Chairman. So this is a business plan of how that country’s 
GNP might increase, both from production, distribution, movement, 
ports, trade, what have you? 

Mr. Applegarth. Right, and we are seeing a lot of that. We are 
also seeing a number of water management proposals or elements 
of proposals in a very broad base. Some of the countries are quite 
rainfall-deprived, and if one can really bring methods of water 
catchment and storage and avoiding loss of use that could really 
impact the rural poor and others quite a lot. So that is one element 
of the kinds of things we are seeing and that we are having to 
evaluate. 

We are in evaluating the proposals focused right now on really 
picking the best and the countries understand that. They realize 
they got through the first stage of this competition, but essentially 
they got to the Sweet 16. To get to the Final 4 or 8, there are still 
some more hurdles to go through, and they understand that we 
really will be picking and can only pick the very best of the pro- 
posals. That is what we are really encouraging them to do, to focus 
on those. 

That is what we are trying to do, work with them to really un- 
derstand which are the best in terms of poverty reduction and 
growth and which are ready to go, so that we begin to have an im- 
pact and right away. If something is a good idea but it is going to 
take 2 to 3 years of detailed planning, let us put that aside for the 
moment on the grounds of trying to get something done now so 
that they can feel tangible success and we can begin to have an im- 
pact in the country. 

The Chairman. Even after you get, as you say, to the quarter- 
finals, or the semi-finals, and what have you, is it probable that 
you may pick up from some other countries that are not in the 
Final 4 or 8 elements that you can fund, that are part of a more 
general plan, but at the same time that are perhaps an integral 
stepping stone or foundation for what might occur later on if they 
are more successful? 

Mr. Applegarth. Yes, I would hope so, either on a stand-alone 
basis or in coordination with other donors or other parts of the U.S. 
Government. 

The Chairman. I was intrigued by your response on the private 
investment side, because some proponents of the Millennium Chal- 
lenge Corporation would say that, in fact, the Federal Government 
may invest this money that you have talked about, but the real fu- 
ture for the countries that are involved comes in private invest- 
ment. This is how the world discovers these countries, but even 
more importantly — it has probably discovered them already, it has 
discovered that they have a lot of problems, including corruption 
and difficulty with their basic institutions, whether they be legal 
or banking or so forth. 

Through your application process, through the rigors of their 
looking at the 16 criteria, through how the world is looking at them 
as they make these internal reforms and adjustments, it is very 
conceivable that the path toward private investment, whether it be 
the United States or European or Japanese or what have you, may 
not be totally cleared away, but might become much happier. 
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Again and again, as we dealt with the breakup of the Soviet 
Union, Ambassador Strauss went over there. He talked to the Rus- 
sians about the fact that you have to have rule of law; there has 
to be contract law, and courts that adjudicate disputes fairly among 
all the parties, and minority stockholders, as well as a number of 
other things that American investors are going to look for, Euro- 
pean investors that are closer by. Some people may make invest- 
ments anyway, with all the risks, expecting confiscation and so 
forth. 

I remember one gentleman in Russia, an American investor, who 
invested in over 100 different enterprises. I said: Well, why have 
you scattered these investments? He said: Well, because of the law 
of averages; I expect that tens of these are going to be confiscated, 
or that I will simply lose some authority. But if you have 100 some 
may survive. 

Now, most investors are not prepared to do this. Their boards of 
directors are not in that business. That is speculation. But to the 
extent that, through the process that you are bringing about here, 
countries do the right thing for themselves, then the path is really 
cleared for a lot of things to occur. 

I have no idea what you do presently in terms of your public re- 
lations, within your house organs, the things that you broadcast to 
the world, even the things that you send over to this committee. 
But some of these stories, both anecdotal and actual, need to be 
told. In other words, right along with your judgments about who 
gets the money and whether they use it well, maybe even more 
fundamental in terms of American history or relations with these 
countries will be these internal adjustments that are occurring, 
some of them induced by you or by our State Department or by our 
businesses. Some reporting of what is occurring would be advis- 
able. 

Most of us on this committee — and we follow other countries 
more than many of our colleagues do — are usually unaware, until 
there is a report in the Washington Post or The Times of some- 
thing that has happened, and then we clip it out and say: Well, 
this is good news. 

But it occurs to me that your group that is examining these 
issues daily is much more prescient and knowledgeable about those 
developments and could make them known in ways that would be 
very important for MCC and its talented people, as well as for the 
other countries themselves. You could communicate that somebody 
is paying attention, that this is actually being said outside of the 
walls of the conversations you are having. 

All that has certainly already occurred to you and your staff. 
What sort of action have you been able to take on those ideas. 
What do you intend to do? 

Mr. Applegarth. We do a number of things, Mr. Chairman. 
First, public outreach here and in our eligible countries is very im- 
portant to us. We had, I think it was our fourth, public meeting 
2 weeks ago. Each of these meetings I think has been standing 
room only. More important, we are globally webcasting them, so 
you can 

The Chairman. When was the last meeting that you held? 
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Mr. Applegarth. The last one was I think Friday the week be- 
fore last. 

The Chairman. Where? 

Mr. Applegarth. The last two we have had at the General Serv- 
ices Administration auditorium here in Washington. I know there 
are several people in the hearing room today, that I saw at the 
meeting. We encourage that. We have — we use the Web, not only 
for webcasting, but we also use it as our primary means of commu- 
nication, so that everything we do from reports to country evalua- 
tions to the indicators to the methodology is all on the Web. 

The Chairman. On your Web site? 

Mr. Applegarth. On the Web site. That is visible. People can see 
it. We solicit comments. The Web site is www.mcc.gov. 

We have an e-mail list to which people can subscribe. They get 
notices of the meetings. We put all of our compact guidelines on 
there. We have had Q’s and A’s as questions have come in from 
members of the public and countries. We try to provide guidance. 
We have used the Web to solicit comments on our criteria for meth- 
odology and selection. So we see that as a key part of what we are 
doing. 

In our eligible countries, in certainly every trip I take, I have 
asked that we build into the travel schedule an opportunity to both 
meet with, not just government officials or people in the capital, 
but to have some event that is truly out, touching or involved with 
people in the countryside or elsewhere, so that other people can 
identify within the country. 

In addition, we always try to arrange some sort of an interview 
or media event with the largest local language newspaper. We are 
not talking about the international press, but the papers or the 
media that are viewed by local people, both to talk about what we 
are doing and encourage consultation and also because we see it as 
a strong public diplomatic impact in terms of the United States. 

The Chairman. Great. Well, I appreciate that. I thank you for 
giving the call sign, www.mcc.gov. I suspect viewers or listeners of 
our hearing will be interested in that and may in fact visit the Web 
site. 

But I would just say, do not be sparing in giving only the good 
news. Give a careful analysis of what you are finding, because the 
rigor of your criteria does make a difference to the potential recipi- 
ents, as well as to those that are now forming proposals, as you 
imagine. 

Let me just ask, is there a good relationship with USAID? How 
is your relationship going with those folks? 

Mr. Applegarth. I think it has exceeded not only our expecta- 
tions, Mr. Chairman, but also our hopes. We have a very strong 
working relationship with the USAID. As you know. Administrator 
Natsios is a board member. He personally, but also the members 
of his senior management team, are actively involved in what we 
are doing. They provided us briefings from their country teams 
here before we ever visited the countries in May. We are working 
with them and they will be administering the threshold program 
for us. 

In addition, the people, mission leaders and mission teams in 
countries, have been very helpful to us in countries in both pro- 
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viding insights into what is actually going on in the country and 
as a source of knowledge and experience. It has been quite con- 
structive and I think one of our success stories, if you like. 

The Chairman. Well, that is really good to hear. As you remem- 
her, the initial hearings on the whole concept did not dwell on this 
subject, but it was an important issue: How does USAID fit into 
this? We explored whether the Director should be on the MCC 
board, and how he comes together with you in your responsibilities. 
So I am pleased that you have worked out a good relationship per- 
sonally and institutionally with them. That is certainly reassuring. 

To what extent do you depend upon USAID personnel in the 
countries? As Senator Feingold’s questions raised, you have a rel- 
atively small staff, in terms of people who are actually out in the 
field. Presumably you rely upon USAID and maybe other people 
from the embassies. Can you describe a little bit the monitoring as 
you use other United States personnel there? 

Mr. Applegarth. I think one of the merits of trying to build an 
organization with a small staff is that it really does encourage you 
to be focused and disciplined to really take advantage of the other 
resources out there. If you have unlimited staffing and resources, 
you have a tendency to build your own bureaucracy, your own little 
empire, and that is clearly not my motivation or the way that I 
think MCC works. So both by predilection and I think by design, 
we must work with not only USAID but others, and we really try 
to do it. 

So far the USAID teams, in-country teams, have been helpful to 
us in providing introductions to key opinion leaders in the country 
outside of governments, showing us examples of success, where 
their programs have particularly been helpful in some of the areas 
that the governments are likely to include in their proposals, 
whether it is agricultural extension or policy reform, governance, 
rule of law. You can go country by country and talk about specifics 
of how that has worked — true on-the-ground cooperation, people 
working together. 

I think as we go forward doing due diligence we will obviously 
take full advantage of USAID’s knowledge of the countries, of what 
is going on, solicit their views and opinions as we evaluate com- 
pacts, and then use them in terms of our lessons learned in terms 
of how we monitor and prepare the monitoring and evaluation 
pieces, particularly their experience in country, what particularly 
needs to be, both what works well in that country and what we 
need to be watching out for. 

So our door is open in terms of consultation. More than that, we 
are proactively seeking that help. 

The Chairman. You have completed 8 months by and large of life 
of the MCC. How much of the $994 million that was appropriated 
for the fiscal year did you spend? What is your general accounting 
at this point? 

Mr. Applegarth. Our expenses, our spending so far, has been for 
our startup expenses and administration I think we have obligated 
as of the end of the year about $6 million, of which $3 or $4 million 
has been disbursed. For programs, we have not disbursed anything. 
We are just getting the compact proposals in and evaluating them. 
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But you will see significant expenditures under those programs 
over the coming fiscal year as we go forward. 

The Chairman. Starting the 1st of October? 

Mr. Applegarth. Yes, as we sign our initial compacts and begin 
to have funding flow into those compacts. That funding, as you 
know, is what we call no-year funding. So that funding will be dis- 
bursed over the life of the compact. 

The Chairman. Finally, you had the criteria. I remember this 
was a part of the discussion during the authorization of the agency. 
Has there been any argument or subsequent amendment of the cri- 
teria? Have you found that some are more useful than others? 
Probably so, but have you found some that ought to be added or 
subtracted? What sort of reaction have you received as you have 
asked them to measure up to these criteria? 

Mr. Applegarth. We have made changes. As you know, we have 
pretty high standards for adopting an indicator. We really want it 
to be prepared by a third party, a credible third party, so that it 
is clear that it is not subject to politics or U.S. Government inter- 
vention. We want it to be done at an arm’s length basis. We want 
it to be rigorous analytically in the way it is put together. We want 
it to be transparent in terms of the methodology, so that we and 
the members of the public can comment and suggest improvement. 

We also want it to be linked to policies, and it is something that 
governments know, since we are really talking about policy reform, 
encoura^ng countries to make good policies. We want to be meas- 
uring things that they can act on and have an impact on in an in- 
termediate timeframe. 

Last, we want them to have broad country coverage. You can find 
a perfect indicator; but if it covers only three or four of our can- 
didate countries, it really is not very helpful to us. 

Against that backdrop, we made two small amendments to the 
criteria for this year, between 2004 and 2005. All of our criteria 
need improvement. We are seeing that improvement now that folks 
are paying attention I think the fact that we have gotten the atten- 
tion and there is a lot of comment going on, means we are seeing 
those who prepare the indicators improve those individual indica- 
tors and we are evaluating — we are seeing those improvements, as 
well as considering others. 

The Chairman. What were the amendments that you made? 

Mr. Applegarth. The two we made this year, one was, as I men- 
tioned in my opening statement, to change a measure of primary 
school completion rates or graduate rates in the country, to focus 
more particularly on girls primary school completion rates. It has 
been demonstrated through research over the last several years 
and since at least the late 1990s that there is a clear linkage be- 
tween girls primary education rates and poverty reduction and 
growth. It was only recently that the data has reached a sufficient 
standard that we felt we could use it as an indicator, but we did 
adopt it for this year. 

We made one other change, which we had as a measure of eco- 
nomic freedom; the measure of inflation rates, for which the cap 
was at 20 percent. We have lowered it to 15 percent as a better 
measure of economic performance. We will look at whether we will 
lower it further. The academic research is actually mixed as to 
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whether it would he really productive to reduce it helow that, but 
that is one of the things we are evaluating. 

The Chairman. That is an interesting point. Probably there is 
some economic debate. Anecdotally, I remember visiting in Turkey 
years ago. The ministers there were pointing out that we have at 
one and the same time perhaps the largest growth rate and the 
largest rate of inflation. This is extraordinary and probably beyond 
the bounds of the criteria that you have just mentioned, certainly 
as regards the inflation side and also the growth actually in a cou- 
ple of years, too. 

So obviously you have to temper this with your own experience. 
Turkey was not proposing itself in those days for this economic as- 
sistance. But it is simply an interesting fact in the governance of 
countries. 

Mr. Applegarth. Well, it is an important fact for us, Mr. Chair- 
man. You put your finger on the dilemma. We do not want to sim- 
ply build into the indicators nice ideas. OK, we really want to have 
them be credible; we think there has to be a linkage to poverty re- 
duction and growth. If we are going to encourage countries to adopt 
particular policies or move in a certain area, we want as strong a 
case as possible that those indicators and those policies lead to pov- 
erty reduction and growth, because that is what we are about. 

The Chairman. Our public diplomacy section of the committee 
would ask, at the end of the day, after all this is said and done, 
are there more persons in any of these countries who would answer 
a question of approval or disapproval of the United States any dif- 
ferently? Granted, when polling many people in foreign countries, 
often the answer depends upon the question. If they were asked, 
do you like the foreign policy of the United States, do you like its 
military policy, do you like its President, or what have you, or do 
you like sort of generally the American people as a whole, usually 
the American people turn out fairly well, but the rest do not do so 
well in most countries. 

Now, the problem, obviously, will not go away, and we are not 
attempting to buy favor. But I am curious about to what extent 
this whole process of the interesting criteria, the idea of increasing 
governance, possibly some private investment in addition to actual 
funds, makes any difference. Is there some anecdotal evidence that 
in the countries in which we are now most active, there has been 
more support for our general ideals? These ideals are what we are 
trying to promulgate here, namely, an end to corruption, or open- 
ness for girls going to school, or a lot of other things that you are 
suggesting. 

Is this having an impact? 

Mr. Applegarth. I think it has. As I mentioned in my opening 
remarks, at least one government has specifically tied some anti- 
corruption legislation to the prospects for MCC qualification. An- 
other country which did not qualify — it became an election issue by 
the opposition to the fact that they did not qualify — and why they 
did not qualify became a subject of debate. 

If you read the headlines, you would think the U.S. is being 
vilified around the world. I do not think that extends to the Amer- 
ican people, but as a nation. I can just tell you, in the countries 
where we are operating, there is genuine enthusiasm, not only at 
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the leadership level, but at the people level, about what the United 
States is doing and what this means and the kind of excitement it 
has created, because of the combination of ideas and innovations 
we represent and the concept of country ownership. 

The Chairman. I appreciate your personal testimony and like- 
wise the work of your colleagues in the MCC, because this is good 
news. It needs to be shared. We hope that we can schedule regular 
hearings so that there will be opportunities to followup on what 
happens to the proposals that we are discussing today, as well as 
further developments in those countries that have advanced, in 
which you make awards, in which people actually are doing things. 
It is a story that needs, I think, constant amplification. 

So this committee is, if not quite a cheerleader for you, nonethe- 
less pretty close to that. This is a very important mission, we be- 
lieve. We thank you very much for your preparation for this hear- 
ing today, and for your testimony. 

Mr. Applegarth. Well, thank you, Mr. Chairman. As I said, both 
you and your colleagues here on both sides of the aisle have been 
very important to our being able to do what we are able to do. We 
already have some anecdotes of success, but the more opportunities 
we have to tell about them and the more stories that we have, we 
will certainly make an effort to get them out there, because this 
is a good news story. We are having real impact and trying to get 
at it in a way that people understand and appreciate that it is an 
important part of what we are trying to do. 

So thank you for the opportunity today and I look forward to 
meeting with you again. 

The Chairman. Thank you very much. 

[Whereupon, at 11:35 a.m., the committee adjourned, to recon- 
vene subject to the call of the Chair.] 


Responses to Additional Questions Submitted for the Record 

Responses of Hon. Paul V. Applegarth to Additional Questions foe the 
Record Submitted by Senator Richard G. Lugar 

Question 1. Given our experience with the Iraq Stabilization and Reconstruction 
fund, the Committee is interested in your disbursement scheme. Firstly, how do you 
plan to disburse MCA funds? Will it be through national governments or will some 
funding go directly to program implementers? Secondly, will you create trust funds 
into which the Corporation will deposit money? And lastly, will you distribute re- 
sources only upon satisfactory implementation of earlier stages of the project? 

Answer. Fiscal accountability is a key element of Compact development, imple- 
mentation and oversight. Thus, MCC is devoting particular attention to the mecha- 
nisms and processes that will need to be in place to assure that funds are managed 
and accounted for properly and procurements are undertaken in a fair, open, and 
transparent manner. 

As in many elements of the MCC approach, the lessons of development assistance 
over the last few decades have shaped the MCC fiscal accountability strategy. MCC 
is developing an approach pursuant to which it is expected that in many cases, gov- 
ernments will designate and reach agreement with MCC on a financial account- 
ability mechanism that will be responsible, on behalf of the country government, for 
the financial management of MCC funds granted pursuant to a Compact. 

In ^idance to eligible countries posted on the MCC Web site, the concept of a 
financial accountability mechanism is explained and it is noted that different ap- 
proaches could be used in its establishment. Possible examples include: 

• a government ministry using existing government financial systems, 

• the establishment of separate financial management units and accounts within 
government. 
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• an existing government financial system or new government financial manage- 
ment unit, augmented by an outside financial or auditing institution, 

• the use of a private accounting firm or financial institution, or 

• the establishment of a trust managed hy an independent party to oversee and 
account for MCC program funds. 

In reaching agreement with the country government on an appropriate financial 
accountability mechanism for the MCC-funded program in a country, MCC will he 
guided hy the following principles: 

• The mechanism should result in maximum transparency of financial trans- 
actions and activity. 

• The mechanism should have clear lines of authority and responsibility to assure 
accountability. Performance standards should be clear. 

• The mechanism should produce maximum integrity of financial information and 
assurance the funds are used for the purpose intended. 

• The MCC will seek, wherever possible, to build upon existing systems, mecha- 
nisms, and previous assessment work whenever possible. 

• The mechanism should, wherever possible, build capacity that will remain in 
place at the end of a program. 

While we anticipate that a signed Compact will typically obligate funds for the 
country’s program over the lifetime of the agreement, cash disbursements will be 
made periodically (for instance, quarterly) by MCC into the separate account, taking 
into account the performance of the program to date. The financial accountability 
mechanism will certify cash requirements and financial reports underlying disburse- 
ment requests, prior to review and approval by MCC. 

Annual audits of the use of MCC funds granted under Compact by auditors ap- 
proved by MCC’s Inspector General will be required. In addition, concurrent audits 
may be used when deemed necessary. Also, MCC staff or outside experts will peri- 
odically review the financial accountability mechanisms in-country to assure that 
they are operating as agreed. 

Question 2. Could you please describe your efforts to recruit and hire an MCC 
staff that is a diverse representation of America with respect to gender, race and 
ethnicity? 

Answer. MCC’s short-term goal is to staff up as quickly as possible with the high- 
est caliber personnel, in order to meet the organization’s ambitious goals of both es- 
tablishing its operations and delivering assistance as soon as possible to eligible 
countries. To do this, MCC has advertised in The Washington Post, The Economist, 
and The Legal Times, as well as on MCC’s own Web site. In addition, MCC recently 
entered into a contract with Korn/Ferry International, a recruitment firm that spe- 
cializes in hiring executives and managers for associations, government, not-for- 
profit and economic development organizations nationwide. Korn/Ferry Inter- 
national will be assisting MCC’s Human Resources staff in the recruitment and 
interviewing candidates for various positions. Korn/Ferry received the American 
Council on Education (ACE) — Network Leadership Award of 2001 for promoting the 
advancement of women in senior level positions within higher education. 

Over the medium- and long-term, as MCC continues recruit staff that meet the 
needs of its mission, MCC expects to build a workforce that is a diverse representa- 
tion of America. 

Question 3. Will you please discuss your vision for the threshold program? How 
did you arrive at the decision to allocate $40 million of FY04 appropriations for 
threshold country assistance? 

Answer. The Threshold Program is a very important part of MCC’s Mission. By 
targeting funds exclusively at policy reform, it is focused on MCC’s fundamental ob- 
jectives. IT is directed toward a limited number of countries that have not yet quali- 
fied for Millennium Challenge Account (MCA) assistance but have demonstrated a 
significant commitment to meeting the eligibility criteria. The Threshold Program 
is designed as an added incentive to countries committed to reform, and will be used 
to assist such countries in moving toward future MCA eligibility. Participation in 
the Threshold Program does not guarantee that a country will become eligible for 
MCA assistance in the future. Likewise, countries may become eligible for future 
MCA funding without participating in the Threshold Program. 

The U.S. Agency for International Development (USAID), in partnership with 
MCC, will take the lead in implementing the Threshold Program. Other U.S. agen- 
cies and departments may play an implementation role as well. 

Countries that have been selected by the Board as eligible for FY04 Threshold 
Program assistance have been invited to submit proposals for policy and other re- 
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forms necessary to improve performance on the indicators. MCC and USAID, along 
with other U.S. agencies where appropriate, will then evaluate proposals and deter- 
mine which of these proposals merit MCC funding. The evaluation process will be 
rigorous and there is no guarantee that a Threshold Program for any particular 
country will be approved and funded. 

The decision to begin the program with funding of up to $40 million was under- 
taken by the Board when program parameters were being developed, to enable MCC 
and USAID to continue their planning efforts. MCC retains the option of returning 
to the Board for additional funding (up to a total of 10 percent of the amount appro- 
priated, as permitted in the legislation) should the threshold proposals dictate that 
increased funding levels are warranted. 

Question 4. Previously, MCC officials have indicated that the amount of assistance 
awarded will vary among countries, but will be of sufficient size to make the MCC 
grant either the largest or second largest aid program on average. Is this still the 
mission of the Corporation? 

Answer. MCC’s goal is reduce poverty and spur sustainable economic growth. 
MCC’s allocation and funding decisions will be driven by the quality of each coun- 
try’s proposal rather than by the number of eligible countries that submit proposals. 
Being among the largest providers of assistance in a country will allow MCC to be 
an effective incentive, to command the attention needed for breakthrough country 
proposals, and to galvanize the political will essential to success. For that reason, 
it has been suggested that MCC would have to be one of the two or three largest 
donors in any given country. 

That is why the administration requested $2.5 billion for the MCC in FY 2005. 
As a recent GAO study concluded, with the full $2.5 billion in FY 2005, together 
with the $1 billion appropriated in FY04, MCC would have resources to fund mean- 
ingful compacts with only 8-14 countries in its first two fiscal years of operation. 
Appropriations below this amount requested by the administration, will either re- 
quire reductions in the MCA programs (making the MCC a relatively minor player 
in some countries) or force the MCC to withhold funding from good proposals from 
MCA countries. Such reductions would undercut the MCA’s incentive and effective- 
ness in achieving its goal of having a significant impact on poverty reduction and 
economic growth. 


Responses of Hon. Paul V. Applegarth to Additional Questions foe the 
Record Submitted by Senator Joseph R. Biden, Jr. 

Question 1. How does the Millennium Challenge Corporation (MCC) measure or 
assess civil society’s level of involvement in developing country proposals? How will 
you determine whether or not the non-governmental organizations that are involved 
are truly broadly representative of civil society, or whether there were others who 
should have been consulted and were not? How does the MCC evaluate whether or 
not women’s civil society organizations have been adequately involved in the devel- 
opment of proposals? What steps will the MCC take if it determines that countries 
did not adequately involve civil society in the development of proposals? 

Answer. MCC has made clear to governments, as well as its citizens, that the 
quality of the process used to set development priorities for MCA assistance will be 
an important factor in our evaluation of their program proposals. To reinforce that 
message, MCC has posted its guidance for developing a program proposal on the 
web in local languages of the eligible countries, making the guidance available to 
potential participants in the consultative process. MCC staff has visited all of the 
eligible countries — some several times — and has met with a broad range of society 
including the private sector, NGOs, representatives of civil society, parliamentar- 
ians, opposition parties and others to determine whether they had a meaningful op- 
portunity to participate in the process. 

If a consultative process has been open, meaningful and transparent, it will in- 
clude a broad range of society, including women and women’s organizations. We 
have asked countries to provide information about the process used and groups and 
institutions involved in their program proposals. 

As we continue to evaluate the process through our due diligence reviews, we will 
seek to find out such things as to what extent were citizens able to participate in 
the process, and if not, what were the constraints they faced; how were their views 
sought; to what extent were views taken into account; whether they were provided 
adequate notice of the timing and location of meetings; whether they fully informed 
about how to contribute to the process; whether they provided an adequate oppor- 
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tunity to provide input; whether a broad range of societies views were represented 
in the process; whether certain groups were disadvantaged. 

As part of its due diligence process, MCC will also consult with others in country 
that will likely have views on the quality of the process such as the Embassy and 
USAID mission and other bilateral and multilateral donors. If it is determined that 
the process was not open and inclusive and does not reflect the priorities of the 
country, MCC may reject a program proposal until an appropriate process can be 
undertaken. 

Question 2. Section 609(b)(D) of the Millennium Challenge Account (MCA) author- 
ization requires that all Compacts identify the intended beneficiaries. This was done 
to encourage eligible countries to think about how their work will involve and im- 
pact different parts of the population, including women and girls. How has the MCC 
prepared itself to evaluate whether countries have undertaken this analysis and if 
proposals reflect such analysis? How will the MCC respond if the impact of a project 
on beneficiaries — specifically women and girls — is not evident in proposals? Will the 
MCC be asking countries to design projects such that they take into account the 
specific needs of women and girls? 

Answer. MCC has communicated clearly to the eligible countries the requirement 
that all proposals identify the intended beneficiaries and has encouraged countries 
to include elements in their programs that impact women and girls. MCC will con- 
duct a comprehensive due diligence review of each proposal submitted by a MCC 
eligible country. An important component of such review will be an analysis of the 
impact the proposed MCC program would have on the intended beneficiaries, includ- 
ing women and girls. 

Question 3. What happens with countries which are determined to be eligible to 
submit a proposal, but do not conclude a Compact with the MCC in the same fiscal 
year? Do they have to compete again for eligibility or can they conclude a Compact 
in the subsequent year? 

Answer. A MCC eligible country is not required to conclude a Compact within the 
same fiscal year in which it became eligible. Since MCC has “no year” funding, 
funds that are not obligated by MCC in FY 04 can carry over to subsequent fiscal 
years. As a result, a FY 04 eligible country would be permitted to enter into a Com- 
pact in a subsequent year, so long as there is remaining FY 04 funding that has 
not yet been obligated under Compacts concluded earlier with other FY 04 eligible 
countries. If the country is selected in the subsequent fiscal year then it is also eligi- 
ble to compete for that fiscal year’s funding, though it can have only once Compact 
in place at a time. 

Question 4. Unlike other assistance programs, the MCA is designed to let coun- 
tries determine their own priorities. However, there are certain priorities that the 
U.S. government has, such as reaching the poorest communities, minorities or other 
under-represented groups, that are not always the priorities of governments. How, 
specifically, will the MCC balance the goal of letting countries set their own prior- 
ities with the need to ensure that our assistance dollars are being spent on projects 
we consider priorities? 

Answer. As investors using U.S. taxpayer dollars, we are not pushing any par- 
ticular sector or project, but instead MCC seeks to help countries find the best in- 
vestment opportunities for poverty reduction and growth. By design, MCC is focused 
on the poorest countries in the world. The MCC wants to give these countries an 
opportunity to escape the cycle of dependency and actively change the economic path 
of their country and part of our strategy is that this is best accomplished by allow- 
ing them to take ownership of the success of the program. In order to reflect the 
priorities of a country — not just the government — MCC places a strong emphasis on 
civic and private sector participation in setting priorities and then implementing 
these priorities. We will evaluate program proposals on that basis. We will also 
evaluate whether the proposed programs will lead to broad based poverty reduction 
and economic growth based on concrete evidence. 

Question 5. As I understand it, the MCC is not making any proposals available 
to the public until a compact has been finalized. Some country governments have 
made their proposals public; however, many have not. In the spirit of transparency 
and for the sake of encouraging the continued engagement of civil society, will you 
encourage governments to make their proposals public? 

Answer. Transparency in the countries’ proposal development process is a funda- 
mental MCC principle. MCC requires that all proposals reflect the results of a 
broad-based consultative process within the country that includes civil society and 
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the private sector. MCC encourages countries to make their proposals public; how- 
ever, the final decision as to when to make a proposal public is up to the countries 
themselves. 

Question 6. The MCC just announced seven countries as eligible to participate in 
the MCA Threshold Program. How were these countries selected? In particular, why 
was Uganda selected? The government in power intends to push a constitutional 
change to allow President Yoweri Museveni — who has been in power since 1986 — 
to run for a third term, despite consistent and concerted diplomatic efforts by the 
U.S. government to encourage President Museveni to step down. 

Answer. The Threshold Program is directed toward a limited number of countries 
that have not yet qualified for Millennium Challenge Account (MCA) assistance but 
have demonstrated a significant commitment to meeting the eligibility criteria. The 
Threshold Program is designed as an added incentive to countries committed to re- 
form, and will be used to assist such countries in moving toward future MCA eligi- 
bility. Participation in the Threshold Program does not guarantee that a country 
will become eligible for MCA assistance in the future. Likewise, countries may be- 
come eligible for future MCA funding without participating in the Threshold Pro- 
gram. 

The Millennium Challenge Corporation’s (MCC) Board of Directors recently in- 
vited seven countries to apply for FY 2004 MCC Threshold Program assistance: Al- 
bania, East Timor, Kenya, Sao Tome and Principe, Tanzania, Uganda, and Yemen. 
The MCC Board of Directors selected the seven countries as eligible for FY 04 
Threshold Program assistance based on their demonstrated commitment to meet the 
MCA eligibility criteria, including improvement of their scores on sixteen publicly 
available policy indicators in three general categories: ruling justly, investing in peo- 
ple, and encouraging economic freedom. 

In considering countries for the FY 04 Threshold Program, the Board favored 
countries that had to improve upon two or fewer indicators to qualify cleanly under 
the MCA eligibility criteria; i.e., by improving on two or fewer indicators the country 
would score above the median on half of the indicators in each policy category, 
would score above the median on the corruption indicator and would not score sub- 
stantially below the median on any indicator. In addition, the Board reviewed 
whether countries that passed this screen also demonstrated a commitment to un- 
dertake policy reforms that would result in improvements in deficient MCC policy 
indicators. Finally, a Board decision was made to limit the number of threshold 
countries to 7 to 9 countries due to limited initial resources and program staff at 
both MCC and USAID. 

In the case of Uganda we are aware of the concerns to potential changes in the 
Ugandan constitution and we will continue to monitor developments closely. It 
should be emphasized that Uganda’s selection as a threshold candidate does not 
guarantee that funding of any nature will be provided. Rather, all potential thresh- 
old candidates will be required to demonstrate that they are willing to take tangible 
steps to address failing indicators. These types of reforms require leadership and 
commitment, and the responsibility lies with the countries. If Uganda, and the other 
threshold candidates, want to undertake this challenge and opportunity then we 
should be prepared to support their efforts. 

Question 7. The MCC has conveyed its intention to lower the inflation rate indi- 
cator from the 20 percent used in FY 2004 to 15 percent and is considering a further 
reduction to 10 percent in FY 2006. Can you explain the motivation for lowering 
the inflation indicator and how lower inflation rates will contribute to the overall 
MCA goals for sustained economic growth and poverty reduction? 

Answer. Among a variety of factors in choosing indicators, the MCC is looking for 
those that have a clear theoretical or empirical link to economic growth and poverty 
reduction, and are policy-linked. There is a great deal of research that shows that 
higher rates of inflation are especially harmful to the poor, who are the least able 
to protect themselves. It is sometimes referred to as a highly regressive tax. In addi- 
tion, inflation leads to distortions in relative prices and the decisions based on them, 
which tends to harm the investment climate. Inflation is also clearly an important 
measure of a country’s monetary policy. 

MCC’s indicators are used to rank country’s policies against each other. Given the 
difficulties of a relative scale to determine an inflation median, MCC has used a 
hurdle rate for that particular indicator. MCC was concerned that the 20 percent 
rate used in FY2004 was not as meaningful as originally intended and given the 
importance of an investment climate and monetary policy to a country’s growth po- 
tential — we lowered it to 15 percent. 
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Question 8. How will factors such as poverty reduction and economic growth be 
weighed in determining the merit of a country’s MCA proposal? How will you judge 
a country proposal’s effect on short-term and long-term impacts on both poverty and 
economic growth? 

Answer. The goal of the MCA is to reduce poverty. It seeks to do this by increas- 
ing the economic growth of recipient countries. This requires an emphasis on invest- 
ments that raise the productive potential of a country’s citizens and firms and help 
integrate its economy into the global product and capital markets. 

A country’s proposal should make the link between the program suggested and 
the desired outcomes, and we will conduct economic analysis to try to determine 
those impacts. In order to promote a sustainable, long-term economic growth and 
poverty reduction, in our due diligence process we will also look at issues such as: 
efforts to mitigate potentially negative environmental impacts; the quality of public 
consultation and level of public support for the proposed activities; identification of 
the expected beneficiaries; and the quality and capacity of local entities to manage 
the funds in an accurate, transparent, and efficient manner to implement the pro- 
posal. In addition, we will look at program proposals to see if they have concrete, 
measurable goals and benchmarks that can be used to assess progress toward those 
goals and so we can adequately evaluate the impact of the assistance. 


Responses of Hon. Paul V. Applegarth to Additional Questions for the 
Record Submitted by Senator Jon S. Corzine 

Question 1. What were the criteria used to select the Threshold Countries? What 
was the basis for determining that each of these countries had demonstrated a ‘sig- 
nificant commitment” to meeting the eligibility requirements? 

Answer. The Threshold Program is a very important part of MCC’s Mission. By 
targeting funds exclusively at policy reform, it is focused on MCC’s fundamental ob- 
jectives. The program is directed toward a limited number of countries that have 
not yet qualified for Millennium Challenge Account (MCA) assistance but have dem- 
onstrated a significant commitment to meeting the eligibility criteria. The Threshold 
Program is designed as an added incentive to countries committed to reform, and 
will be used to assist such countries in moving toward future MCA eligibility. Par- 
ticipation in the Threshold Program does not guarantee that a country will become 
eligible for MCA assistance in the future. Likewise, countries may become eligible 
for future MCA funding without participating in the Threshold Program. 

The Millennium Challenge Corporation’s (MCC) Board of Directors recently in- 
vited seven countries to apply for FY 2004 MCC Threshold Program assistance: Al- 
bania, East Timor, Kenya, Sao Tome and Principe, Tanzania, Uganda, and Yemen. 
The MCC Board of Directors selected the seven countries as eligible for FY 04 
Threshold Program assistance based on their demonstrated commitment to meet the 
MCA eligibility criteria, including improvement of their scores on sixteen publicly 
available policy indicators in three general categories: ruling justly, investing in peo- 
ple, and encouraging economic freedom. 

In considering countries for the FY 04 Threshold Program, the Board favored 
countries that had to improve upon two or fewer indicators to qualify cleanly under 
the MCA eligibility criteria; i.e., by improving on two or fewer indicators the country 
would score above the median on half of the indicators in each policy category, 
would score above the median on the corruption indicator and would not score sub- 
stantially below the median on any indicator. In addition, the Board reviewed 
whether countries that passed this screen also demonstrated a commitment to un- 
dertake policy reforms that would result in improvements in deficient MCC policy 
indicators. Finally, a Board decision was made to limit the number of threshold 
countries to 7 to 9 countries for FY04 due to limited initial resources and program 
staff at both MCC and USAID. 

Question 2. Please describe the relative roles of the MCC, USAID and any other 
government agencies in administering Threshold Country assistance. How will this 
assistance be structured to achieve the goal established in the MCA legislation of 
helping each country become fully eligible for MCA assistance? For instance, will 
countries that do not meet the criteria with regard to corruption but have dem- 
onstrated a commitment to reform receive assistance in the form of anti-corruption 
programs? 

Answer. The U.S. Agency for International Development (USAID), in partnership 
with MCC, will take the lead in implementing the Threshold Program. Other U.S. 
agencies and departments may play an implementation role as well. 
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Countries that have been selected by the Board as eligible for FY04 Threshold 
Program assistance have been invited to submit proposals for policy and other re- 
forms necessary to improve performance on the indicators. MCC and USAID, along 
with other U.S. agencies where appropriate, will then evaluate proposals and deter- 
mine which of these proposals merit MCC funding. The evaluation process will be 
rigorous and there is no guarantee that a Threshold Program will be approved and 
funded. 

Qualifying for the MCA will continue to depend on a country’s performance on the 
MCA selection criteria. Change will not be easy and it may take time for improve- 
ments to be reflected in a country’s indicator scores. Improving performance on the 
MCA indicators will require strong political commitment and leadership over a sus- 
tained period of time. Specifically, in regards to the corruption indicator, we would 
expect countries that performed poorly on this indicator would make this a central 
focus of their threshold program proposals. 

Question 3. Please describe efforts to make the compact process transparent in 
each of the eligible countries? What policies does the MCC have in place to promote 
transparency, e.g. outreach to civil society, posting of information on government 
web sites? 

Answer. MCC has made clear to governments, as well as their citizens, that the 
quality of the process used to set development priorities for MCA assistance will be 
an important factor in our evaluation of their program proposals. To reinforce that 
message, MCC has posted its guidance for developing a program proposal on the 
web in local languages of the eligible countries, making the guidance available to 
potential participants in the consultative process. MCC staff has visited all of the 
eligible countries — some several times — and has met with a broad range of society 
including the private sector, NGOs, representatives of civil society, parliamentar- 
ians, opposition parties and others to determine whether they had a meaningful op- 
portunity to participate in the process. We have used the media (radio, TV, and 
print) to reach out to a broad base of citizens in eligible countries. Finally, we main- 
tain a regular dialogue with U.S. and international NGOs working in these coun- 
tries, who are supportive of this process and are working with local NGOs to im- 
prove their capacity to participate. 

Based on feedback from these groups, for example, we have recently included on 
our Web site a link to eligible countries’ government points of contact and their Web 
site. Some governments have already posted their program proposals on their Web 
sites to enable public comment. Once we have reached a Compact agreement with 
countries, it will be posted on MCC’s Web site. 

Question 4. Has the MCC considered incorporating within its compacts a concrete 
role for civil society and NGOs to assist in the monitoring and evaluation of 
projects? 

Answer. MCC believes that civil society and NGOs have an important role in the 
monitoring and evaluation of projects — whether formally or informally — which is a 
key reason for posting Compact agreements on the web and other means to make 
them publicly available. Making the specific program and budget information pub- 
licly available will enable the intended beneficiaries and other interested parties to 
monitor progress. Eligible countries are to propose the monitoring and evaluation 
system that will be employed on the program. This may rely on NGOs for moni- 
toring and evaluation work, depending on government and NGO capacity. MCC will 
evaluate the monitoring and evaluation plans and capacity, as part of the overall 
review of the program proposal. 

Question 5. Has the MCC considered developing a tool for direct feedback, either 
through the Internet or via a civil society forum, from individual citizens and NGOs 
in recipient countries who witness waste, fraud or misuse of funds? 

Answer. We are working with U.S. and international NGOs that have in-country 
offices and good contacts within these countries. We have also developed direct com- 
munications with NGOs, civil society groups, private-sector individuals, and indi- 
vidual citizens in the countries and have encouraged them to provide this type of 
feedback once a program has been initiated. We have a web-based mechanism for 
submitting comments and questions and have already received helpful feedback. 
USAID Missions and U.S. Embassies have served as an additional vehicle for com- 
municating questions, concerns or comments and it is likely that MCC will post one 
or more representatives in some of the Compact countries. 
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